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THE SPIRIT OF NEW THINGS. 





These are glorious times. The spirit of new things 
moves inthe air. Moral force and ideas of rectitude are 
becoming dominating powers in business, politics, and 
society. Insurance, like everything else, feels the touch 
and inspiration of this dawning day. Events move rap- 
idly, Changes of startling significance take place over 
night, all indicative of a sudden broadening in public opin- 
ion, an elevation in personal ideals and an increasing de- 
mand for real world service freed from the dictates of 
selfishness and fear. The thoughts and ideas of yester- 
day have become traditions, and we find ourselves con- 
fronted by an awakened public conscience, whose demand 
for new ethical standards is irresistible. We must all 
move with the current, and it is well, for it will set us 


upon higher ground. 
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What Is the Use... 


of saying ‘‘ the best company "’ 
or ‘‘ the strongest company ’”’ 
or ‘‘the largest company '’’ ? 


They are all these things. 
We say simply 


The Penn Mutual 
Life Insurance Company 


OF PHILADELPHIA. 
ORGANIZED 1847. 


That Tells the Whole Story. 











FIFTY-FOURTH YEAR. 


MASSACHUSETTS MUTUAL 








LIFE INSURANCE CO. OF 
SPRINGFIELD, MASS. 


FINANCIAL CONDITION. 
ASSETS, JAN. 1, 1905, - $37,071,298 
Liabilities, - - - 33,770,675 
SURPLUS, - = = 3,300,623 


JOHN A. HALL, President. 
HENRY M. PHILLIPS, Vice-President. 
W. W. McCLENCH, 2nd Vice-President. 
W. H. SARGEANT, Secretary. 


BOSTON FRED C. SANBORN, Mgr. 
OFFICE 31 MILK STREET. 











* Che -e 
Columbian National Life 
Insurance Company 


BOSTON, MASS. 


INCORPORATED UNDER THE LAWS OF MASSACHUSETTS 


— 


PERCY PARKER, President 
Wm. BUTLER WOODBRIDGE, Gen'’l Manager 





THERE IS 


ALWAYS A GOOD OPPORTUNITY 
FOR A GOOD MAN 


TO REPRESENT 


The Mutual Life 


INSURANCE COMPANY OF NEW YORK 
ITS REPUTATION INSURES SUCCESS FOR 
THE INTELLIGENT AND ACTIVE AGENT 


You are invited to apply for information upon this sub- 
ject to 
GEORGE T. DEXTER, 


Superintendent of Domestic Agents, 
32 NASSAU ST., NEW YORK CITY. 





PHENIX 


INSURANCE 
COMPANY 


; OF BROOKLYN, N. Y. 


Has removed to its New Office, 
No. 68 WILLIAM ST., 
New York. 





The attention of Reliable Agents in search 
of desirable contracts is called to the 


JOHN HANCOCK 


MUTUAL LIFE INSURANCE COMPAR 


OF BOSTON 


S. H. RHODES, President. 

ROLAND O. LAMB, Vice-President. 

WALTON L. CROCKER, Secretary. 
None but the best forms of Life, Endowment, Term 
and Instalment Policies issued. See our Optional An- 
nuity Policy. Good Agency contracts to the right men, 

FRANCIS MARSH, 
Manager for Eastern Massachusetts, 

John Hancock Bldg. - 178 Devonshire St. 





“The Leading Fire Insurance Company of America” 


Wit. B. CLARK, President. 
W. H. KING, Secretary. 


A.C. ADAMS, C. J. IRVIN, 
HENRY E. REES. A.N. WILLIAMS, 
Assistant Secretaries. 





THE METROPOLITAN 
LIFE INSURANCE Co. 


(Incorporated by the State of New York) 
The Leading Industrial Insurance Company in America.” 


Pays over Three Hundred and Ninety-one Death Claims Daily. 
Insurance in Force of over $1,470,000,000 


Permanent, Profitable, and Progressive Employment. 


AGENTS WANTED. 


Any honest, capable and industrious man, who is 
willing to begin at the bottom and acquire a com- 
— knowledge of the details of the business by 

iligent studyand practical experience, can, by dem- 
onstrating his capacity, establish his claim to the 
highest position inthe field. Itis within his certain 
reach. The opportunities for merited advancement 
are unlimited. All needed explanations will be fur- 
nished upon application to the Company’s Superin- 
tendents in any of the principal cities, or to the 
Home Office, No. 1 Madison Avenue, New York City. 
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GH at the ROOT of... 
.--LIFE INSURANCE ECONOMY. 





Study and Compare Results as shown in the 


only strictly analytical publication compiled. 











Brown Book of Life Insurance Economies 





Better than Ever. More Essential than Ever. 
One hundred pages of figures which have a meaning of their own. 
Price, $2.00 per Copy. 
ORDER NOW: Ready for Delivery July 20. 





Address JOURNAL OF INSURANCE ECONOMICS 
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JOHN H. PACKARD, JR., 
PRESIDENT OF THE AMERICAN FIRE INSURANCE COMPANY OF PHILADELPHIA. 


THE NEW PRESIDENT OF THE AMERICAN FIRE BEGAN HIS INSURANCE CAREER IN 1884, IN THE 
OFFICE OF A LOCAL AGENCY. A YEAR LATER HE BECAME GENERAL CLERK IN THE OFFICE OF 
THE AMERICAN FIRE, AND STEADILY WORKED HIS WAY UP THROUGH THE VARIOUS DEPART- 
MENTS OF THE COMPANY’S OFFICE. IN 1895 HE WENT TO NEW YORK TO BECOME METROPOLI- 
TAN DISTRICT SURVEYOR FOR THE LONDON ASSURANCE CO., BUT A YEAR LATER RETURNED TO 
PHILADELPHIA AS MANAGER FOR THAT CITY OF THE LONDON ASSURANCE AND SUN. FROM 1897 
TO 1902 HE ACTED AS ASSISTANT SECRETARY OF THE PHILADELPHIA FIRE UNDERWRITERS’ ASSO- 
CIATION, AND WAS THEN ELECTED VICE-PRESIDENT AND SECRETARY OF THE AMERICAN FIRE. 
WHEN THOMAS H. MONTGOMERY DIED, MR. PACKARD WAS CHOSEN TO SUCCEED HIM IN THE 
PRESIDENCY MR. PACKARD’S HANDLING OF THE AFFAIRS OF THIS OLD PHILADELPHIA COMPANY 
AS ITS CHIEF EXECUTIVE WILL, IT IS NEEDLESS TO SAY, BE WATCHED WITH GREAT INTEREST 
BY ALL INSURANCE MEN. ONE OF THE FIRST THINGS HE HAD TO MEET WAS AN ATTEMPT BY 
OUTSIDE PARTIES TO PURCHASE A CONTROLLING INTEREST IN THE COMPANY’S STOCK. THROUGH 
THE PROMPT ORGANIZATION OF A PROTECTIVE COMMITTEE OF PHILADELPHIA FINANCIERS, MR. 
PACKARD EXPECTS TO CHECKMATE THIS MOVE. 
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CONTEST OVER SEPARATION IN THE WESTERN UNION FIELD. 


Some Conditions Attending the Outside Operations of the Connecticut Fire. — Will the 
Separation Program Stand the Test of Public Opinion ? 





The situation in the western fire in- 
surance field incident to the dropping 
of the Connecticut Fire from Western 
Union membership still continues to 
attract attention. Although as yet 
there have been no sensational fea- 
tures developed, it is too early to say 
that serious trouble has been avoided. 
The greatest strain may come later on 
when the contest for the control of 
agencies develops unexpected strength 
upon one hand or the other. 

If the Connecticut finds that its 
valuable agency plant in the West is 
being undermined and is likely to be 
seriously upset, if not practically 
ruined, by the enforcement of separa- 
tion, it would no doubt feel “‘belliger- 
ant.’’ On the other hand, it would 
be a disappointment to leading West- 
ern Union companies if the Connecti- 
cut Fire were able to satisfactorily re- 
adjust its agency relations without 
serious loss of business or prestige, 
and they would no doubt be tempted 
to render the Connecticut’s position 
as disastrous as possible to its inter- 
ests. Indeed, as many members of 
the Union look upon it, the greater 
the disaster to the Connecticut, the 
more successful the separation rtle 
and the stronger the Onion, for it will 
deter other companies from antago- 
nizing the Union in any way. 

The western manager of the Con- 
necticut Fire has given direct assur- 
ances that the company does not pro- 
pose to ‘‘protect’’ its business by in- 
augurating rate wars, and equally 
direct assurances have been furnished 
to the same effect by Western Union 
companies whose attitude is expressed 


in a communication published else- 
where from a ‘‘Western Union Man- 
ager.”’ 

The situation in this regard cer- 
tainly tends to strengthen and con- 
firm the statement made by the Jour- 
nal of Insurance Economics relative 
to this phase of the situation, viz: 
‘We conceive it probable that the re- 
lations of both antagonists to the 
agency field will be adjusted in this 
crisis by peaceable and orderly meth- 
ods.”’ 

We have received from Manager 
McDonald of the Connecticut Fire 
the following communication relative 
to a statement made in last month’s 
Journal: 


Iam just in receipt of the May ‘*‘ Economics ” 
and have read with much interest your article 
on ‘** Separation in the Western Union Field.” 
There is only one matter on which I can offer 
any criticism and that is wherein you state that 
the Connecticut Fire has not been a ‘*‘ warm ad- 
mirer of the Western Union as an organization 
or an enthusiastic supporter of its acts.” This 
last statement wherein you say that the Con- 
necticut Fire has not been a ‘‘ supporter of its 
acts” is entirely erroneous, for irrespective of 
how little enthusiasm might be connected with 
this company’s carrying out of union rules, 
there have been none, nor are there any today 
which more thoroughly obeyed those rules, 
largely to the loss of our own business. I am 
obliged to you forthe fair treatment you have 
given this company. 


In regard to this we say emphatically 
that there was no intention to inti- 
mate that the Connecticut had not 
fully lived up to union rules. We feel 
sure the facts would not justify any 
suggestion that the Connecticut did 
not preserve fully its obligations to 
the organization, outside of the par- 
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ticular incident concerning which a 
difference of opinion occurred and 
upon which the present issue has 
arisen. 

This Journal is much interested in 
observing the effect of the situation 
upon local agents. The separation 
plank was distinctively a company 
measure. That is to say, if was 
adopted to protect the interests of 
companies pledged to pay Western 
Union commission rates. Many West- 
ern Union managers who voted for it 
did not look upon the proposition with 
favor because it was a war measure. 
The natural impulse of the local agent 
is to resent any interference with his 
“‘right’’ to secure the best commission 
contract he can with any company. 
But many agents prefer to represent 
companies paying a uniform rate of 
commission, for this entirely frees 
them from any suspicion of favoritism 
in the division of their business. 

Nevertheless, there were, at the 
time of the adoption of the separation 
plank five years ago, many ‘‘mixed”’ 
agencies. Many of them have since 
‘“‘anionized’’ under the graded com- 
mission plan which was intended to 
compensate them for any loss of com- 
mission occasioned by the resignation 
of non-union companies. Therefore 
separation was only purchased by the 
companies at the cost of increased ex- 
pense. Many other agents found it to 
their advantage to continue on the 
mixed basis 

At the time separation was put into 
effect it was a new proposition and 
many agents accepted it because of 
the pressure brought to bear upon 
them and the immediate advantages 
which it seemed to hold out. Agents 
could not at that time look into the 
future and see the difficulties which 
might arise. Indeed, it was confidently 
asserted at the time that the separa- 
tion rule made it practically impossible 
for any company, then a member of 
the Western Union, to successfully 
sever its relations with that body. 

Now, however, one of the big, suc- 
cessful and popular agency companies 


in that organization has accepted the 
gage of battle and is willing to make 
a test of its fortunes upon the outside. 
The interests of some 2,500 agents are 
affected by this move. If the separa- 
tion plank can be successfully enforced 
these agents must either resign the 
Connecticut or discontinue the receipt 
of graded commissions. In other 
words, some 2,500 agents in the West- 
ern Union field, formerly ‘‘unionized,’’ 
now become ‘‘mixed,’’ and the same 
process of readjustment incident to 
the original adoption of separation 
must be gone through, and this must 
be the process every time a union 
company elects to operate outside of 
the organization. 

There is no guarantee that this 
situation may not arise again. No 
one thought it would arise in connec- 
tion with the Connecticut Fire, but it 
did, and we have no doubt that many 
agents who believed in the first in- 
stance that their self-interest lay in 
accepting the graded commission of- 
fered as an inducement to separation 
now fear that they have reared up for 
themselves a situation which will be 
one of continued annoyance and un- 
certainty. 

One letter expressing the feeling of 
local agents has been sent us by Man- 
ager McDonald. It was written toa 
Western Union company which had 
made inquiries relative to companies 
to be represented after June 1, with 
the evident purpose of enforcing the 
separation rule. 


Evansville, May 29, 1905. 
Dear Sir: 


This office accepted a condition or union 
agreement for graded commissions. It took the 
companies we represented and ourselves to 
make the agreement. However, we heartily en- 
tered into the agreement not only for the pur- 
pose of securing the graded commissions, but as 
we believed a permanency in agency relations. 

Recent occurrences over which we had no 
contro] have arisen and one party to the agree- 
ment comes in without eonsulting the other and 
says we have suspended one of your companies 
from the Western Union and you must now 
take our one-sided proposition or contract, viz: 
15 per cent. commissions; the spirit of which is 
coercion, for it compels us to throw out a com- 
pany that has been suspended by the governing 
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committee or have our commissions reduced to 
15 per cent., amounting to this agency approxi- 
mately $1,800 per annum. 

The question is shall we lose this sum of com- 
missions or throw out of the agency a company 
which during our representation of it has been 
the strictest one in this office on the union rules 
and requirements. With the belief that some of 
the companies that have been permitted to re- 
main members of the Union have not been loyal 
to their union obligations and that the Evans- 
ville compact which was approved by the gov- 
erning committeeh as not only been ignored but 
set at defiance by a company whose manager 
seems to be the prosecutor of the Connecticut, 
we cannot conscientiously do otherwise than 
retain the Connecticut and do as is forced upon 
us, accept only 15 per cent. from the union com- 
panies. Todo otherwise would in our opinion 
make us a party to a wrong against an innocent 
party. (Signed) Vickery-Odell Co., 

By I. H. Odell, President. 


While this single letter cannot be 
accepted as prima facie evidence of 
what other agents are likely to do, yet 
it sets forth a condition which un- 
doubtedly is present in the mind of 
every agent who at this time is con- 
fronted by the necessity of making a 
decision. While the Western Union 
is no doubt a powerful body, and has 
within its ranks strong companies 
represented by able and intelligent 
managers, yet we believe that the 
task of the Western Union as an or- 
ganization in this. situation is much 
more difficult than that of the Con- 
necticut Fire, for any misstep may 
cause serious injury to the organiza- 
tion’s prestige. The separation rule 
is a “‘war meusure,’’ necessary per- 
haps, but none the less a war measure, 
and war measures are not popular in 
the American heart today. 

There is an element of justice in the 
separation idea. A company paying a 
flat commission has a right to ask its 
agent not to accept the agency of an- 
other company paying excess commis- 
sions, for the agent, however honest, 
may unconsciously prefer the high 
commission company in the distribu- 
tion of his business. In fact, it is 
claimed with great truth that the only 
purpose of the excess commission is to 
induce the agent to prefer that com- 
pany in the classification of risks. If 


one company can take this position in 
the case of one of its agents we do not 
see why several companies acting to- 
gether in that agency might not take 
the same position. Indeed we will go 
further and say that if it would be 
right for one company to do this in 
the case of one agent we do not see 
why it would not be right for all flat 
commission companies to take the 
same position towards all mixed agen- 
cies. 

But there is a great difference in the 
methods by which intrinsically sound 
principles are made effective. No 
man likes to act under undue pressure 
or coercion and he particularly resents 
it when it appears in the form of a 
one-sided agreement, put before him 
by a combination of companies in the 
nature of a flat-footed demand which 
he must accept. 

We believe we are not far wrong in 
saying that the Western Union is es- 
sentially an organization of rules and 
regulations, whose demands upon its 
own members and upon agents in the 
field have often been of a coercive na- 
ture, and that this method of securing 
reform was never so unpopular as it 
is today. 

To illustrate this point we have but 
to turn to the history of the National 
Association of Local Fire Insurance 
Agents. Wherever that organization 
has appeared to make ‘‘demands’”’ 
upon the companies or in any way 
sought to suggest the idea of ‘‘coer- 
cion’’ in the enforcement of principles 
essentially right in themselves, they 
have met well defined checks and ob- 
jections; but where the agents have 
sought to secure the application of 
desirable principles by ‘‘advising’’ be- 
tween themselves and ‘‘requesting”’ 
the co-operation of the companies, 
they have gained steadily in strength 
and prestige. 

It is this spirit which is the con 
trolling factor in the administration 
of the affairs of the National Associa- 
tion, and is today securing for it the 
support and endorsement of company 
officials. The situation is at least 
suggestive and it may throw light 
upon the method by which company 
organizations can put into successful 
operation proper principles which 
affect and govern the relations of 
companies and agents. 








38 Journal of Insurance Economics. 








COTTON REINSURANCE AND OVERHEAD WRITING IN THE SOUTH. 





R. H. MABRY BEFORE THE STATE AGENTS’ ASSOCIATION OF ALABAMA. 


There are no statistics to be con- 
sulted that would show what has been 
lost to the insurance agents in the 
southern states, by changing from the 
former method of placing insurance 
on cotton, to the method now in vogue. 
This is to be regretted, because noth- 
ing will arouse us from a state of in- 
difference and put us in the forefront 
of a fight for our rights, but a clear 
statement of what has gone into the 
pockets of others, that we might in 
reason Claim as our own. 

In conversation with a buyerin my 
own town recently, he stated that he 
formerly paid one agency for insur- 
ance on cotton, about $4,000 a year, 
but now all his insurance is covered 
by his marine company. He is one of 
nine buyers in the same town. That 
business is lost to the local insurance 
agents. Taking this as a basis, the 
premiums on this class of business 
would amount to $36,000, but say it is 
only $20,000, the commissions lost to 
the agents of Selma would be $3,000. 
The average premium receipts per 
company being less than $2,500, this 
additional business would enable eight 
companies, not now represented to 
enter Selma, and this would benefit 
the municipality to the amount of 
$2,000 license tax. 

The loss of the cotton business, or a 
large part of it was brought about by 
the greed of some of the companies 
for business. They began re-insuring 
the shore end of risks for marine com- 
panies at greatly reduced rates, much 
less than they would furnish the same 
insurance through their local agents. 
This enabled the marine companies to 
issue one certificate covering from the 
purchase of the cotton, whether in the 
local warehouse, or—as is sometimes 
the case, on the plantation—to the 
eastern mill, or the foreign port. The 
convenience and saving to the buyer 
by this method is apparent, and of 


course, he does not want any change, 
and when it is proposed the argument 
of ‘‘Demands of Commerce’”’ is brought 
up. 

It is claimed by some of the compa- 
nies, that recognizing the injustice to 
the agents, of their assisting the ma- 
rines in this matter, they discontinued 
the practice, whereupon the brokers 
representing the marine companies 
went to Europe, and with the assist- 
ance of English Lloyds and companies 
on the continent not represented in 
this country, ample reinsurance ar- 
rangements were made; that having 
lost the business themselves in their 
efforts to protect their local agents, 
and assuming that the cause of the 
local agents is hopeless, they now feel 
at liberty to accept the business from 
the marines, over the heads of their 
agents. 

The local agents are not willing to 
accept this statement of the case, 
though made in all good faith, be- 
cause they believe there has always 
been a certain amount of overhead 
writing done. Nor are they willing 
to accept the conclusion that the local 
agent is no longer to be considered, 
because everything possible to be 
done has been done in his interests, 
with no beneficial results. So far, we 
have done nothing for ourselves. That 
we have been neglectful in letting this 
business slip from us, and that we 
have been tardy in our efforts to re- 
gain it, all will admit. 

That it is now too late to recover it, 
remains to be seen, and depends, pos- 
sibly, upon the united and well di- 
rected efforts we may putforth. Let 
us hold the companies to their agree- 
ment in reference to overhead writing 
and insist that it must include cotton 
as well as other property. If compa- 
nies doing business in America will 
not re-insure the shore end of marine 
risks, is it probable that sufficient 
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protection could be obtained else- 
where, or that it would be continued 
under these conditions? 

The initiative in the present move- 
ment was taken by the National Asso- 
ciation of Local Fire Insurance Agents. 

In his address at the last annual 
meeting, at St. Louis in October last, 
retiring President John C. North, de- 
voted more attention to this subject 
than to any other, and Iam sure the 
following excerpt will be interesting 
and instructive: 


Cotton Business in the South. 


Early in my administration, my attention was 
called to the condition which confronted the 
the local agents of the South regarding the man- 
ner in which the cotton business has been di- 
verted from their offices. Formerly large lines 
of fire insurance were placed by the local 
agents on cotton in compresses, warehouses, etc. 
This business has almost entirely passed out of 
their hands, aud is now placed by eastern brok- 
ers with marine companies, so that the cotton is 
covered, as soon as placed by the farmer on the 
platform of the railroad station and remains 
covered until it is delivered to the purchaser in 
the foreign port, thus combining in one contract 
the fire and marine risk. It is stated that in or- 
der to carry out this contract, the marine com- 
panies are obliged to seek the assistance of the 
fire companies by re-insuring the fire, or shore 
end of the hazard,which risk the marine compa- 
nies are not allowed by their charter to assume. 
This reinsurance evidently is secured without 
much trouble, and the local agent sees his entire 
line of perhaps hundreds of thousands of dol- 
lars go off his books without any means of sav- 
ing it or of receiving any compensation from his 
company who is most likely writing the risk in 
the form of reinsurance for the marine compa- 
nies. 

It may be said that this form of contract is a 
very convenient one for the assured and meets a 
demand of trade which controls vast interests 
coveriug a large territory. On the other hand, 
it must be seen that by this combination two dis- 
tinct kinds of insurance are covered by contract 
with a company which is limited by its charter 
and by state authority to furnish only one kind 
of insurance—namely, marine—and through the 
connivance or co-operation of the fire insurance 
companies, the marine company is both pre- 
tected and encouraged in taking the business 
from the local agents. Inasmuch as the same 
fire insurance companies are seeking to obtain 
business from that same locality through the local 
agent, this transaction must be considered a 
form of overhead writing. 

Considerable pains have been taken by your 
president to get at facts in the case, and, by con- 
sultation and correspcndence with many prom- 


inent agents in the South to ascertain what 
measures could be taken that would solve this 
perplexing problem. No practical or efficient 
plan of action, however, has so far been agreed 
upon. It may appear, at first thought, that this 
is « sectional issue, and one that concerns only the 
southern agents, but upon more deliberate con- 
sideration, I think it will be seen that this ques- 
tion is a more important one, and involves a 
principle that is very far reaching, and, if de- 
veloped to a logical conclusion, may affect the 
business of the local agents in every part of the 
country. If our companies by reinsurance con- 
tracts are to assume liabilities on one class of 
risks, assisting outside or unauthorized corpora- 
tions to compete for business of local agents 
upon equal terms, why not assume liabilities on 
other classes of hazards through other corpora- 
tious—by whatever name or character they may 
be known—thus evading their overhead writing 
agreement with their agents and, what is still 
worse, furnishing a backing to a competitor who 
is not controlled by any tariff or laws under 
which the local agent is compelled to work. 

This is a question which should seriously in- 
terest every agent, north and south, and this as- 
sociation should use every effort to assist our 
southern members by evolving some line of ac- 
tion which shall in some way protect the inter- 
est of the local agents and at the same time give 
protection which the exigencies of trade demand. 

No more important or difficult problem for 
solution will be assigned to the administration of 
this association for the coming year than this 
question of cotton business of the South. The 
more far reaching general question of reinsur- 
ance, of which this is but an outgrowth, isa 
very important feature which is seriously affect- 
ing the business of the local agents and compa- 
nies alike. A friendly discussion of this topic 
with our companies would, no doubt, be profit- 
able to all interested. 


This part of the retiring president’s 
address was referred to the incoming 
executive committee, of which A. W. 
Neale of Cleveland, Ohio, is chair- 
man, and at a meeting of that commit- 
tee held in Pittsburg on February 24 
and 25 last, much interest was man- 
ifested in the subject, and I recall Mr 
Neale stated he considered it the most 
important matter before the commit- 
tee. Several conferences were held 
with Mr. Childrey of Norfolk, Winship 
Cabaniss of Macon and myself, but no 
definite line of action was decided 
upon. Since that time, I have been in 
correspondence with President Robin- 
son, Chairman Neale, Secretary Put- 
nam and Mr. Cabaniss, and the sug- 
gestion has been made that the differ- 
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ent state associations in the South ap- 
point a committee to meet a similarly 
appointed committee from the compa- 
nies for a conference, Mr. Neale promis- 
ing to be present to represent the Na- 
tional Association. 

I have read with much interest a 
paper on the cotton situation read by 
Mr. Cabaniss before the local agents 
of Georgia at their last annual meet- 
ing at Augusta. In discussing the 
proposed conference, he says: 


It may be that such a conference might be 
helpful; but after looking into the matter, I feel 
satisfied that the Southeastern Tariff Association 
cannot be of much assistance as it is doubtful if 
they have any jurisdiction over the eompanies in 
this matter. It seems to be purely a local agents’ 
fight. and one that southern agents will have to 
take up with the assistance of the National Asso- 
clotion,which hasjbeen assured. The Southeast- 
ern Tariff Association has had the matter up 
year after year, submitting it to a special com- 
mittee, but as yet have not furnished forms and 
rates that would meet the demands of trade and 
enable the local agents to compete with the 
marine companies. I am loath to believe that 
the association has not been conscientious in the 
effort to protect the local agents, but it has 
not been able to bring about relief, and has 
probably gone into the matter as far as it is pos- 
sible for it to do. 


It may be of importance to note the 
action taken by the Georgia Associa- 
tion, which was the adoption of the re- 
port of a committee of seven, to which 
the matter had been referred and 
which is as follows: 


Recommendations of Committee of Seven. 


Referring to marine contracts and reinsurance 
of shore end on cotton, we recommend that the 
seeretaries of the State Associations communicate 
with A. W. Neale of Cleveland, Ohio, chairman 
of the executive committee of Local Fire In- 
surance Agents, advising that after a deliberate 
discussion of the cotton question, a meeting 
between a committee of members from the dif- 
ferent state associations in the South, and a 
similarly appointed committee from the compa- 
nies, would not result in much good, for the rea- 
son that with but few exceptions, the companies 
operating in the South, are members of the 
Southeastern Association, which seems to have 
no jurisdiction over the companies in this mat- 
ter. 

We have concluded, therefore, to take advan- 
tage of the offer of assistance from the National 
Association and request that the fire, and fire 
and marine companies doing a local agency busi- 


ness in the South be circularized to answer the 
following questions: 

1. Have you within the past twelve months 
issued marine contracts covering both shore and 
marine risk through your home office in this 
country, abroad or a department broker? 

2. Have you within the past twelve months 
re-insured any part of the shore risk of a marine 
cover on cotton through your home oflice in this 
country, abroad or a department broker? 

3. Ifso,is it your intention to continue such 
method? 

We would earnestly urge that you push this 
matter to an early conclusion, feeling perfectly 
safe in leaving in your hands the question as to 
which companies have been guilty of these 
methods to the detriment of the southern local 
agents. At the same time, leaving to your dis- 
cretion the proper action to be taken. 


The situation, as it appears from an 
outside and independent viewpoint is 
presented in an editorial in a recent 
number of the ‘Insurance Field’’ as 
follows: 


Loss of cotton to the southern local agents 
continues to be one of the most vexatious prob- 
lems in that field, and indications are that it will 
never be successfully solved. Mr. Winship 
Cabaniss was eorrect in his recent paper on the 
subject in declaring that it was a local agents’ 
fight. The Southeastern Tariff Association, long 
ago, issued a rule prohibiting the reinsurance of 
the shore end of a marine cover by a fire com- 
pany and has rendered all the assistance in its 
power, but the stubborn fact remains that the 
servant is not greater than his lord. 

Feelings of mutual distrust have prevented 
some of the companies from withholding the re- 
lief demanded, and for the same reason the local 
agents will probably lose their fight, should it 
ever be made. 

If the agents—all the agents—would refuse to 
represent any companies guilty of overhead 
writing in this regard, victory for their cause 
would be by no means uncertain. 

But will they? 

It is a situation calling for the “straight 
front” by the local agents—that or nothing. 
There is much humor ina situation that requires 
the local agents to protect the companies ayainst 
themselves, but as the agents are the ones who 
will reap the benefit, the attempt seems well 
worth while, even though it be a forlorn hope. 


My part in this discussion is to state 
what has lately taken place, and not 
to suggest remedies, but I express the 
hope that prompt action will be taken 
upon whatever suggestions are made 
in the paper to follow, while the inter- 
est of the National Association is 
aroused—and that whatever is done, 
will be done in full co-operation with 
associations in other southern states. 
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RATIO OF FIRE INSURANCE PREMIUMS CONSUMED BY EXPENSES. 





Is there a tendency towards increase 
in the cost of doing fire insurance? 
The indications are that there is. 
Agency commissions are somewhat 
higher, while increased expenditure in 
the maintenance of special investiga- 
tions, like the National Fire Protection 
Association and the committee of 
twenty, has helped to bring up the 
general cost of management to the 
companies. 

The following figures taken from 
the reports of the National Board for 
the last seven years, will, we believe, 
be instructive: 


Manage- 
Expense Com- ment 

Year. Ratio. missions. Taxes. Expenses. 
1898 .cccee 39.35 20.04 3.05 16.26 
1899.cccece 89.31 19.75 3.34 16.22 
1900 .cccce 38.42 20.31 3.24 14.87 
190l.eccee 37.45 20.76 2.83 13.86 
1902.cccee 395.7% 20.28 2.67 12.78 
1908.ccce. 36.89 21.31 2.7 12.80 
1904.ccceee 36.93 21.22 2.63 13.08 


We find that from 1898 down to 1902 
there was a steady and very percepti- 
ble drop in the general expense ratio 
from 39.35 to 35.73, nearly 4 per cent. 
in the period of five years. This im- 
provement was due mainly to de- 
creased management expenses, partly 
to a lower tax rate, but not at all to 
improvement in the commission rate. 

In 1903, however, there appears to 
have been a slight reaction, the gen- 
eral ratio increasing over 1 per cent., 
while in 1904 there was a still further 
slight increase. Again we find that 
this increase is due mainly to the 
commission account, although the 
management expenses have also 
moved upward slightly, due no doubt 
to the additional expenses referred to. 

In 1904, therefore, the expense rate 
in round numbers was 37 per cent., 
the commission rate 21 per cent. and 
the rate of management 13 per cent. 
of the premium income. 

The increased commission rate is no 
doubt due very largely, if not wholly, 
to the adoption of the graded commis- 
sion plan in Western Union territory 
and the competition incident thereto 


which would tend to increase commis- 
sion rates for all companies. 


What of the future? As we look at 
it, there is notlikely to be perceptible 
improvement in the ratio of expense 
to premiums. On the contrary, we 
should be inclined to look for an in- 
crease in that expense ratio, accom- 
panied, however, by a consumption of 
a less proportion of the premium for 
losses. 

In other words, we believe that the 
development of stock fire insurance is 
towards preventing fires as well as 
paying for losses after the fire occurs. 
And with the growth of this practice 
there would come a natural reduction 
in rate of premium to the insured, who 
would then cease to criticise the in- 
creasing proportion of the premium 
spent for other purposes than losses. 
In some forms of insurance today 
very much the larger proportion of 
premium goes for expenses. 

We conceive, however, that contin- 
gent with this tendency towards an 
increase in the general expense ratio 
there will be a change in the relation 
of commission cost to management 
cost; that management cost will more 
than likely be increased, while com- 
missions will be reduced. We do not 
mean that this change is one of im- 
mediate prospect, but one which 
seems to us to be in the natural line of 
evolution. For as stock fire insurance 
companies concern themselves more 
with the prevention of fire, manage- 
ment expenses will naturally increase, 
while the need of paying so largea 
proportion of the premium to the 
broker will probably diminish. The 
business of fire insurance today would 
no doubt be in better shape if the 
commission item were not more than 
15 per cent, 

In predicting a probable change in 
the rate of commission we do not 
mean to say that the earnings of real 
underwriting local agents will, there- 
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fore, be decreased. On the contrary, 
we should say that with the advance 
in fire insurance methods the earning 
power of such agents would probably 
be increased. Agents who render im- 


proved and additional service to fire 
insurance, especially along the lines 
of scientific development, will receive 
a just and increasing reward for their 
work in that direction. 





WHAT MODERN EDUCATION IS 


DOING FOR FIRE INSURANCE. 





Written for the Journal of Insurance Economics by Robert P. Barbour, 
President of the Insurance Society of New York. 








‘*Education—Association.’’ These 
two words appear on either side of the 
emblem of the Insurance Society of 
New York, and tersely express the 
objects of that institution. 

But they express much more than 
that—they express the tendency of this 
decade in the fire insurance business. 

This article does not pretend to 
originality of thought, but rather to 
be the symposium of that which has 
been expressed to the writer by those 
whose opinions are listened to where- 
ever spoken. 

First as to education. An old mer- 
chant of New York, in commenting on 
insurance matters, said that he could 
remember the time when if a new 
building went up, or a new business 
was started, two or three presidents of 
insurance companies would jump into 
a carriage and drive up to the location, 
look over the property, and fix a rate 
at which they would be willing to 
write the insurance. 

‘But now-a-days,’’ said he, ‘‘the 
inspector appears when the building 
is half up, and sees how it is being 
constructed, and keeps on coming un- 
til it is finished, noting what kind and 
quality of materials is used, how the 
cement is mixed and the steel work 
painted, the proportion of marble, 
stone and terra cotta used outside and 
in, the amount of wood trim, what the 
floors are made of, and their thick- 
ness, and how they are builded, and 
whether they ‘pitch’. 

“Then there is the inspector of 
heating apparatus, and the electric 
wiring inspector, and pretty soon 
along comes a man and puts up pipes 
full of water that are ready to drown 


out a fire without the need of human 
watchfulness. And when it is all 
finished, if you haven’t done this or 
that thing just right, you find a five 
cent charge here, and a two cent 
charge there, and even a one cent 
charge somewhere else. 

“Then you move in, and there’s one 
price for some kinds of stocks, and a 
different charge for others, and if you 
don’t make your place clean, and have 
metal waste cans, and keep your pack- 
ing materials in a certain way—and 
not too much of them either—they 
charge you for that. It’s certainly 
more scientific,’’ he finished, ‘‘and un- 
doubtedly a good thing for the com- 
munity, though you sometimes won- 
der where they are going to bring 
up.”’ 

So do we wonder where we are go- 
ing to bring up, for this change in 
method has not come in a day ora 
year, but has been wrought through 
a process of evolution that is not yet 
much more than begun. 

As this more technical method of 
rate making and fire prevention has 
come to stay, the present generation 
is earnestly seeking opportunities for 
education. We see societies formed 
here and there, which endeavor to 
provide opportunity for study and in- 
formation, and universities like Yale, 
Chicago, and others, establishing 
courses on insurance, and bureaus 
started for testing materials and de- 
vices, noting their chemical proper- 
ties, their weak points and strong 
ones, their duration under fire and 
power of resistance, and its effect 
upon them, and manufacturers turn- 
ing out products with special refer- 
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ence to their non-flammable character, 
inspectors andispecial agents of insur- 
ance companies and bureaus over the 
whole country, noting new processes 
of manufacture and new materials 
used and developed, and reporting 
them with accurate and scientific in- 
formation concerning their properties 
and effects. A constant alertness to 
know old things thoroughly and keep 
pace with the new such as never was 
known before. 

In insurance sovieties specialists are 
invited to address the members in the 
endeavor to obtain the latest, best and 
most thorough information on the 
subject treated, and though much of 
this information may be only re- 
hashed, there is always something 
new, some thought or experience de- 
veloped,which is worth all the time 
given. Said one man—‘I have never 
attended a meeting of this society 
without learning at least one import- 
ant thing of which I was ignorant, and 
enough else to set me thinking and 
studying in some direction that has 
paid.’’ This man is one of the best 
informed company managers in this 
country. 

Then there are special courses on 
electricity, and on building construc- 
tion, and not to neglect that other 
side of the business than rate making 
and fire prevention, there are courses 
on insurance law and legalconstruction 
of the standard policy and the clauses 
attached thereto in common ase. 

All this effort toward education, 
though perhaps in a small way, has 
its effect in the right direction, and 
it is to be noted that the men who are 
members of these societies, bureaus 
and associations, and take part in 
their meetings, are the men—not all 
of them of course—who are forging 
ahead in the business, and are the 
coming forces. 

Then the effect of meeting together 
and knowing each other, and exchang- 
ing views and experience is not tu be 


lightly thought of. The best work 
that has been done along the right 
lines in our business has not been in- 
dividual but associated effort. ‘‘Too 
many cooks spoil the broth,’’ may be 
true, but ‘‘In union there is strength’’ 
has never lost its force as a proverb. 

This association of men of individ- 
ual opinions for the purpose of form- 
ing a composite one, when it is a mat 
ter affecting other than insurance in- 
terests, ought not only to include those 
engaged in insurance work, but those 
outside of it as well, and this opinion 
can be no better fortified than by the 
fact that the National Fire Protection 
Association, that organization which 
has done more good work toward 
standardizing fire protection and pre- 
vention than any other, has recently 
formed a plan which admits not only 
men in the fire insurance business, 
both of stock and mutual companies, 
but as well those engaged in other 
lines who are interested therein. 

Is it too much to predict that the 
future will see the establishment of 
technical schools for fitting men es- 
pecially for the fire insurance busi- 
ness, with particular reference to con- 
structive and hydraulic engineering 
and chemistry; that the information 
and experience now widely scattered 
among companies and bureaus will be 
gradually centralized; that a strong 
influence will be exerted upon munic- 
ipalities compelling better building 
and regulative ordinances, and upon 
property-owners compelling co-opera- 
tion in preventing the starting and 
spreading of fires? 

If this does not come then the busi- 
ness will be conducted by men ot 
technically trained intelligence, and 
the man who intends to spend his life 
in it, cannot afford to neglect any 
reasonable opportunity for study and 
information, both theoretical and 
practical, if he wishes to ride on the 
crest of the waves, not wallow in the 
hollows. 
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THE WESTERN UNION, CONNECTICUT FIRE AND SEPARATION. 





Companies in the Organization Not Expected to Protect Business by Rate Cutting. 


Chicago, June 12, 1905. 
Editor of Insurance Economics: 

Your favor of the 7th inst. concern- 
ing the controversy between the Union 
and the Connecticut Fire is at hand, 
and will say in reply that I do not be- 
lieve union members have any inten- 
tion of starting up rate wars at any 
point because of the action of the 
Connecticut. 

Of course when we speak of the 
Union starting arate war we under- 
stand that the Union has no power to 
do this but that occasionally union 
companies might be tempted to open 
up rates in retaliation for the loss of 
business to non-union companies. 

I believe it is becoming increasingly 
difficult to start a rate war anywhere, 
because the person most interested, 
the local agent, refuses to take the 
initiative, and a company that would 
ignore its agent in a matter of this 
kind would be entitled to and prob- 
ably would receive small considera- 
tion elsewhere. 

So far as rate wars started by union 
companies because of the action of the 
Connecticut are concerned, I can see 
no reason why anything of this kind 
should be done. There is no quarrel 
between the Union and the Connecti- 
cut, and nothing but the kindest feel- 
ings prevail toward that company and 
its officers on the part of their asso- 
ciates in the West. A difference of 
opinion arose as to the application of 
a rule, and the Union, after having 
all its committees that could in any 
way be interested pass upon the mat- 
ter, decided that the Connecticut was 
in violation of the rule. 

In this connection I would like to 
correct a statement in the last number 
of ‘‘Insurance Economics’’ where you 
state that the reqest for the cancella- 
tion of the Connecticut’s contract was 
made on the broad ground of prin- 
ciple and not because a rule was 
violated. 


There is a specific rule of the Union 
prohibiting reinsurance of non-union 
companies, and this rule was re-en- 
acted as to the state of Nebraska when 
jurisdiction was resumed over that 
state at Atlantic City in April, 1904. 
It will be seen that more than a year 
lapsed from that date before final ac- 
tion was taken, it having been hoped 
in the meantime that the Connecticut 
would see its way clear to abrogate 
this contract—the same action having 
been taken by other members inter- 
ested in a like manner. 

The severance of the Connecticut’s 
relations with the Union entails no 
obligation on union members other 
than as provided in the graded com- 
mission rule,which says substantially 
that the Union recognizes 15 per cent. 
as the standard rate of commission, 
but under some circumstances union 
companies are willing to pay the so- 
called graded rate of 15, 20 and 25 per 
cent. The last named figures are paid 
only where there is a certainty that 
no other company represented in the 
agency is paying more,it being argued 
that if there are varying rates of com- 
mission on the part of others, the 
union companies will pay the stand- 
ard rate only. 

In states like Kansas where the 
union rules are inoperative certain 
companies have adopted this rule of 
practice for their own guidance, each 
one acting for himself, and I might 
say in that connection that this office 
applies the same practice every where 
through the department except in the 
largest cities where overwhelming 
usage to the contrary renders it im- 
practicable. 

No agent will be threatened,coerced 
or dictated to. Each one is running 
his own agency and will elect what 
companies he will represent, this be- 
ing his right and privilege. Each 
company will also reserve to itself the 
right to pay such compensation as it 
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sees fit,and the agent should as cheer- 
fully accord this to the company as 
the company accords to him the right 
to run his business in his own way. 
That a large proportion of the 
agents will elect to stand by the union 
companies and receive graded com- 
missions is a foregone conclusion. 


Those whose interests lie in the other 
direction will go on a 15 per cent. 
basis, and that arrangement will be 
satisfactory. The whole question in 
the last analysis is settled by the 
agents according to their individual 
interests. 
‘Western Union Manager.’’ 





CONFLAGRATION RESERVES: HOW THEY SHOULD BE PROVIDED. 








FROM THE CHRONICLE OF NEW YoOrK. 








Several of our exchanges have paid 
The Chronicle the compliment of quot- 
ing our views upon the necessities of 
conflagration reserves, with or with- 
out comments of their own. 

Our suggestion is this. Since con- 
flagrations recur often at intervals of 
several years and present no reliable 
annual averages, reserves to provide 
against them should accumulate un- 
til needed ; and the mere expiration of 
the period covered by a policy should 
not release its contribution to that re- 
serve, unless an ample aggregate re- 
serve is in hand. 

If the fire insurance reserves re- 
quired by law at the present time 
were precisely what is really neces- 
sary to cover the unexpired risk, it 
would follow that the conflagration 
reserve would need to be accumulated 
in addition and, of course, from ad- 
ditional premiums. But the fire in- 
surance reserves now required are not 
a pro rata portion of the net risk 
premium but instead, of the gross pre- 
mium, which averages almost two- 
thirds higher than the net premium. 
That is, out of reserves of $500 for 
premiums of $1,000 not more than $300 
is really needed to cover the current, 
ordinary risk. The other $200 is in 
reality an emergency reserve and 
should be available in event of con- 
flagration. Then permit this, when 
depleted by conflagration losses, to be 
restored gradually, for instance, in 
four or five years. 

It is doubtless true, also, that ad- 


ditions should be made to fire insur- 
ance premiums for certain localities 
on account of the conflagration haz- 
ard; fairer distribution of the cost of 
fire insurance is called for. But these 
additions will be of little avail if 
treated as fully earned as soon as the 
year is passed. When the cycle to se- 
cure an average loss by conflagration 
is longer than one year, mere expira- 
tion and renewal will not excuse fail 
ure to accumulate the reserve until a 
safe maximum amount is held. 

It is not enough to let the surplus 
which a company voluntarily carries, 
answer as a conflagration reserve. 
Only the most prudent companies— 
and the most prosperous—accumulate 
surplus funds sufficient to answer the 
purpose. Reserves are necessary and 
should be required, not permitted. 

But the character of the conflagra- 
tion hazard calls for complete or par- 
tial depletion of this reserve when 
these great fires take place; and, by 
the same token, for gradual replace- 
ment. 

The fact that fire insurance reserves 
are now too high by 40 per cent. of 
themselves or there about, for reserves 
against the ordinary fire hazard, indi- 
cates that already on the whole suffi- 
cient reserves are probably in hand,to 
cover conflagrations also. What should 
be done in order to perfect the sys- 
tem, is to treat that portion of the 
reserve as a conflagration reserve, to 
be used upon occasion and then to he 
made good within a reasonable time. 
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SOME MORE CONSIDERATIONS ON NATIONAL SUPERVISION. 


CONTRIBUTED TO THE JOURNAL OF INSURANCE ECONOMICS. 


The Century Dictionary defines ‘‘in- 
terstate commerce” as ‘‘specifically in 
the United States commercial trans- 
actions, and intercourse between per- 
sons resident in different states of the 
Union, or carried on by lines of trans- 
port extending into more than one 
state. The Constitution grants to 
Congress the general power of regulat- 
ing such commerce.’’ 

If this definition is in accordance 
with the Constitution, what can debar 
the Federal government from regulat- 
ing the business of fire insurance com- 
panies in a state foreign to that of 
their origin, through the Department 
of Commerce and Labor? 

A tabulated statement of the taxa- 
tion of fire insurance premiums issued 
by the National Board of Fire Under- 
writers at their annual meeting in 
May shows that the annua! taxation 
of fire insurance premiums collected 
from one hundred and forty-four com- 
panies reporting to the insurance de- 
partment of the state of New York, 
and paid to the states of the Union, 
has reached the sum of $5,577,225, be- 
ing an average of 2.63 per cent. upon 
premium, and 6.86 per cent. upon pre- 
mium, less losses, and this taxation is 
levied upon the premium independent 
of whether or not the business shows 
a deficit (in 1904, the deficit was $10,- 
216,440) and also despite the fact that 
the average of annual salvage in pre- 
mium is but .56 of 1 per cent. 

In the May Journal of Insurance 
Economics, Ralph W. Breckenridge is 
quoted as saying in an address de- 
livered before the Yale University, 
that the states now annually collect 
from the companies doing business in 
the Union,‘‘for supervision, and other 
varying forms of exactions, a sum to- 
tal which has never been definitely 
calculated, but is estimated at from 
$20,000,000 to $25,000,000”’ and he goes 
on to say ‘‘that during the fiscal year 
1902 the states received $5,000,000 


more than the supervision of compa- 
nies cost them, and this sum does not 
include what they received in taxes.”’ 

The two above items—taxation $5, - 
577,225 and supervision, etc., $20,- 
000,000, if not more, aggregate $25,- 
577,225; which, were it equally-divided 
among the forty-six states of the 
Union, would give to each state the 
sum of $556,000 annually. What busi- 
ness carried on in the Union is so 
cursed with legislation?“ Fire insur- 
ance corporations are so oppressed 
with these needless burdens, as to 
prevent the insurer from taking out 
sufficient lines of insurance to safely 
protect general mercantile credit. 

Encouragement ought to be given 
to every citizen, not only to take out 
insurance fully protecting the prop- 
erty; but the rate of premium ought 
to be made so low as to leave no ex- 
cuse for a neglect of this duty. Fire 
insurance is the sustainer of all mer- 
cantile credit—with no known substi- 
tute; without it the danger of bank- 
ruptcy would be a constant night- 
mare to every merchant and manufac- 
turer—indeed without its protection 
all commerce would be impossible. 
Premium is in itself a tax, giving se- 
curity as well for the payment of gen- 
eral taxation. Is it not anomalous 
and most unjust for the state to levy 
a tax upon it? 

Taking up the question of state leg- 
islation in the controlling of fire insur- 
ance, outside the question of taxation 
of premium and supervision we need 
only look into the New York state 
laws to find an inconsistency which 
would be ludicrous, were it not serious 
in its consequences. For instance, the 
law debars companies from entering 
the state if not possessed of at least 
$200,000 in cash capital; but it per- 
mits a broker, under a license, and 
heavy annual fee, to take risks in un- 
licensed companies, under certain con- 
ditions, covering property in the 
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state; not forgetting, however, to levy 
a more than usual tax upon the pre- 
mium. 

Occasionally legislation seems to 
favor the larger companies while it is 
inimical to the smaller ones of les 
influence. Of course the large com- 
panies are much opposed to this sort 
of legislation. It has the effect of keep- 
ing needed insurance capital out of 
the field, and necessarily leads to 
much conduct in the business which 


is reprehensible. It is a common prac- 
tice to quote despotic governments as 
tyrannical—but what greater tyranny 
can be conceived than that of an un- 
bridled democracy. 


COST OF MANUFACTURING INDEMNITY FOR 
SECURITY. 

The general rule is that anything that is manu- 
factured, and is valuable, is costly in proportion 
to its value; and indemnity, which is made up 
from rates, is no exception to this rule. 

The value of insurance as indemnity or as col- 
lateral security depends upon the ability of the 
insurance company to meet its obligations at the 
time of the fire, and that ability depends on the 
rates charged and collected when the policy is 
issued. 

The ordinary mercantile or other transaction 
is based on a transfer of property for a consider- 
ation, the cost value of the property, and the 
amount of the consideration being fixed at the 
time of the trade. 

In the insurance transaction, the cost to the 
company of the indemnity, the property to be de- 
livered in one to five years, must be estimated in 
advance, and the company that sells its promises 
to deliver the goods when called for, at the low- 
est estimated rate, will be the least able to fulfill 
its promises, but as it has received payment in 
advance, the buyer, and not the company, is the 
loser on its failure to respond to the call of fire. 

The insurer, the company. takes the coin for 
premium, and as the insured takes the promise, 
the policy, he is interested in knowing that the 
company’s rates are so justified to losses and 
expenses that he has ‘‘insurance that insures” 
and that he will not be the victim, when the fire 
comes, of a cheap rate, a pretty policy and a 
busted company. 

The expense, about 35 per cent., for manufac- 
turing indemnity (collateral security) by gather- 
ing together the small premiumns from scattered 
risks located in the country, the towns and the 
cities in the four quarters of the globe,to pay 
the big loses, is criticised by the uninitiated; but 
a careful study of the methods of safely con- 
ducting an insurance company will convince any- 
one that the expense is necessary and cannot be 
reduced.— William Sexton, before the University 
of California. 


UNDERWRITING LOSS IN 1904. 


President Washburn in his address 
before the National Board of Fire Un- 
derwriters calls attention to the fire 
underwriting account for 1904. He 
shows that the experience of one hun- 
dred and forty-four joint stock compa- 
nies reporting to the New York de- 
partment in 1904 gives a loss rate of 
4.81 per cent. on the basis of earned 
premiums. The figures he tabulates 
as follows: ° 
Promiume cooecccccccce 
Losses (61.7) ...0+e++++$131,095,629 
Expenses (36.98)...ee. 78,441,282 
Increased liabilities.... 13,071,220 
Underwriting loss (4.81) 10,216,440 

$222,608,131 $222,608,131 

This statement of underwriting loss 
takes no account of interest on reserve 
which some underwriters think should 
be considered in this connection. This 
reserve during 1904 was $164,158,000. 
Allowing interest of 3 per cent. there- 
on (or $4,925,000), the loss shown for 
1904 would be reduced nearly one half. 

For ten years, 1895 to 1904 inclusive, 
the National Board’s estimate of un- 
derwriting profit on the basis of 
earned premiums is .56 per cent. (or 
$8,682,598). Three per cent. interest 
on the average reserve during that 
period would be about $40,000,000 
which, if included with the profit es- 
timated by the National Board,would 
make the rate of earning on the pre- 
mium income during the ten-year 
period slightly over 3 per cent. 

In our opinion it would be well if 
the National Board, in subsequent es- 
timates of profit and loss,were to in- 
clude an interest allowance on un- 
earned premium. While some may 
contend that this has nothing to do 
with underwriting profits, yet it is 
well, so far as the public is concerned, 
to include interest and remove all 
cause of criticism as to the character 
and value of the figures when pre- 
sented. 


$212,391 ,691 





PUBLICATIONS RECEIVED. 


Best’s Insurance Report upon all American 
and foreign joint stock companies, American 
mutual companies and Lloyds associations, 
covering financial conditions with explanatory 
notes. A valuable publication for brokers, local 
agents and others having to do with the placing 
of large lines. Published by Alfred M. Best Co., 
90 William street, New York, N. Y. 
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ANOTHER PLAN FOR MEETING MUTUAL COMPETITION. 


FroM THE STANDARD, OF BOSTON. 


One of the aggravating features 
‘that frequently attend the modern 
policy of stock fire insurance compa- 
nies of inducing, as far as possible, 
improvements in the fire hazards of 
buildings is the loss of the business to 
mutuals just as soon as the improve- 
ments suggeste@® or compelled have 
been made, and since underwriters 
generally are agreed that any general 
abandonment of their present policy 
is out of the question, they must 
either be content to let the business 
go or devise some effective means for 
meeting mutual competition. 

There are undonbtedly many cases 
in which this competition can be met 
with a reasonable expectation of mak- 
ing a small profit, and in view of the 
probable increase in such competition 
in the future, the plan adopted by the 
New York Exchange last Wednesday 
for competing with mutuals in the 
metropolitan district of New York 
City is of considerable interest. 

The rate committee of the Exchange, 
which has been at work on the plan 
since the beginning of last February, 
finds it impossible to utilize existing 
schedules and has accordingly evolved 
a new schedule based on four elements: 
(1) cost of inspections and other run- 
ning expenses per hundred dollars of 
insurance; (2) cost of inherent fires 
based upon the occupancy of the risk 
and the grade of its sprinkler equip- 
ment; (3) cost of exposure; (4) cost of 
taxes and commissions. 

The new schedule has been tenta- 
tively applied and found to produce 
rates that will satisfactorily meet 
mutual competition. The schedule is 
not to apply to risks subject to con- 
flagration charges, department stores, 
risks having occupancy or construc- 
tion not conducive to positive control 
of fire by sprinklers, or risks occupied 
by more than two manufactuing ten- 
ants, unless the building is of fireproof 





construction with all vertical open- 
ings properly cut off. 

The rate committee also suggested 
that the brokerage or commission on 
business rated under the new plan 
should be limited to 10 per cent., but 
the suggestion failed of adoption. 


An important feature of the plan is 
that the idea of making charges in- 
tended to bring about further im- 
provements in risks already suffi- 
ciently well protected to be acceptable 
under the operation of the new sched- 
ule is abandoned. This may appear 
like a step backward, but underwrit- 
ers cannot advance along modern lines 
more rapidly than the public is will- 
ing to keep pace with them. 


MODERN FIRE INSURANCE. 


Our business is much indebted to the few un- 
derwriters who may be called the apostles of 
schedule rating. for, imperfect as the system 
yet is, there is righteousness in it, and patiently 
persisted in will grow in usefulness and attain 
a fair degree of maturity. By specifically 
naming and charging for the deficiencies and de- 
fects of a locality and its individual risks, 
measured by fairly adjusted standards, the 
potency of a financial consideration operates to 
influence improvements asa condition of a re- 
duced rate. 

It is to be expected that this discriminate 
measurement of rates by hazards will bring 
complaints, for itisin a sense revolutionary, 
and agents, more than others in the business, 
will be disturbed by the friction. Every locality 
holds the belief that it has the most alert and 
best fire department and most insurers esteem 
themselves of all men the most fearful of fire 
and most watchful and painstaking in prevent- 
ing it. Therefore, property-owners whose rates 
are reduced by schedule will be complacently 
quiet—except to promptly secure rebates en 
their unexpired policies—but when the specified 
defects of an individual risk are named as con- 
tributing to an increased rate, its owner is in- 
dignant, and when deficiencies in the fire pro- 
tection of a town ure distinctly put forth local 
pride is offended. Agents finding their clients 
thus distributed and themselves confronted with 
a campaign of explanation will not have pleasant 
first impressions of the system. Comprehension 
of the ultimate benefits sought along those lines 
can hardly be expected from the public when 
there are even insurance men who do not ap- 
preciate the general good aimed at in these im- 
portant undertakings.—John L. Cunningham. 
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THE DEFERRED DIVIDEND POLICY: IS IT A GAMBLING CONTRACT ? 





Caustic Arraignment of Long-Term Distribution by Fred S. Elwell—Analysis of His Conten- 
tions by Samuel Davis. 


Boston, May 16, 1905. 
Editor Insurance Economics: 

Right at this time,while the public 
is interested in the discussion of life 
insurance, I invite J. W. Alexander, 
president of the Equitable Life Assur- 
ance Society of New York; John A. 
McCall, president of the New York 
Life Insurance Company of New York, 
and Richard A. McCurdy, president of 
the Mutual Life Insurance Company 
of New York—they teing the presi- 
dents of the three companies which 
are the leading exponents of the de- 
ferred dividend system—to state (over 
their own signatures) in a simple, con- 
cise and straightforward way, why it 
is better for any one seeking insur- 
ance to take an accumulation, semi- 
tontine or deferred dividend in con- 
nection with a life insurance policy, 
rather than an annual dividend, that 
I in the same simple, concise and 
straightforward way, may answer 
them for the benefit of all the people. 

Several years ago I appeared before 
the insurance committee at the State 
House of the Commonwealth of Mas- 
sachusetts for the purpose of trying 
to make it obligatory through legisla- 
tion for all life insurance companies 
to make an annual payment of divi- 
dends to holders of life insurance pol- 
icies, knowing that the semi-tontine, 
or deferred dividend contract was 
both nefarious and shameful. I be- 
lieved then, and I know now, that the 
vast sums accumulated, and the prac- 
tical immunity of the management, un- 
der its artfully designed contracts, 
from all liability of accounting even 
to surviving policyholders, is mainly, 
if not wholly, responsible, for the ex- 
travagant increase of commissions, 
with all the attendant evils, whereby 
the cost of life insurance has been 
largely, unnecessarily, wickedly and 
injuriously increased. 


At that time all of the great compa- 
nies that did not pay annual dividends 
were represented by men,who took in 
charge their interests (not the inter- 
ests of the people) and the bill, need- 
less to say, was heard from only as a 
corpse. 

The system of holding dividends to 
be accounted for only at the end of a 
given number of years, called an ac 
cumulation, semi-tontine, or deferred 
dividend period, is the worst form of 
high-licensed gambling known to the 
world, which in iniquity equals, and 
in magnitude puts to shame, the no 
torious gambling resort known as the 
bank of Monte Carlo. 

Today the deferred dividend com- 
panies hold as so-called surplus accu 
mulations on the various forms of de- 
ferred dividend contracts, a sum ex- 
ceeding $300,000,000, all of it subject 
to forfeiture, not only in case of lapse, 
but also in case of the death of the in 
sured before the termination of the 
period fixed in the contracts or poli 
cies of insurance. 

All money paid by a policyholder 
in excess of the amount necessary to 
provide for his relative proportion of 
the insurance cost, properly belongs 
to him. Any contract which provides 
for its confiscation is unrighteous, is 
opposed to public policy, and should 
be prohibited by law, as if is an in- 
iquity and a rank and crying injustice. 

The agents of these companies are 
given the inducement of largely in- 
creased commissions and bonuses to 
sell semi-tontine or deferred dividend 
policies, and they use all the powers 
of their vocabulary to induce the per- 
sons intending to insure (who know 
little of- the principles of insurance, 
and wherein their true interests lie) 
to take these iniquitous contracts for 
the sake of the greater commissions 
paid by the companies for them, when, 
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if fairly stated, the forfeiture prop- 
osition of the deferred dividend con- 
tract would defeat itself. 

It is time that honest men connected 
with the life insurance business (offi- 
cials and agents) should sound the 
warning to all the people, that the 
noblest and the most sublime of all 
great enterprises should have removed 
from it this stain of injustice, this in- 
iquity of forfeitures, the crime of rob- 
ing the unfortunate living and the 
widows and orphans of the dead, and 
shame the cowards who prostitute the 
mutuality of life insurance, rob it of 
its lofty spirit and sublime principles. 

When the first simple form of life 
insurance was broadened by the issu- 
ance of limited payment life, endow- 
ment, and instalment contracts, with 
the addition of cash and loan values, 
and the extended insurance feature, it 
seemed as if all was accomplished that 
made it possible to adhere to the prin- 
ciples of equity and mutuality; but 
when accumulated, semi-tontine and 
deferred dividends (which are all the 
same thing) were injected into life in- 
surance, then came increased expense 
to the insured, and tbe officials (quick 
to see poss bilities with their vulture 
eyes of avarice) said, ‘‘What shall we 
do with the spoils?’ Andasif with 
one voice rang out loud and clear, 
‘“‘We don’t have to make an account- 
ing; they have got to take what we 
give them, and they have no recourse; 
let us use it to pay running expenses.”’ 

If a bunco man should sell you a 
gold brick you would try to have him 
arrested ; the life insurance agent sells 
you the same thing (in the form of a 
deferred dividend policy) and you 
praise him for it, until you wake up. 

Thousands who are insured today 
have policies entirely different from 
what they really think they have, and 
hundreds who solicit it as agents are 
themselves ignorant on the subject of 
life insurance. 

Thousands are carrying life insur- 
ance today who think that they have 
twenty-year endowment policies, but 
if they will look them over, or have 


find that they either have a life policy 
with the dividends deferred for twenty 
years, and on which they will have 
to pay premiums for the rest of their 
lives if they wish to keep their insur- 
ance in force, or that they have life 
policies which when twenty payments 
have been made causes them to be- 
come a full life policy on which no 
more payments are required (called 
twenty-payment life policies) the full 
value of the policy being payable only 
on the death of the insured, but on 
which the dividends have been de- 
ferred for twenty years; and this mis- 
leading state of affairs is chargeable 
to the deferred dividend contract, be- 
cause the agent who keeps dinging 
twenty years to you (and you not 
knowing much, if anything, about in- 
surance) causes you to be mislead. 

There are many good life insurance 
companies; all the people want to do 
is to separate the wheat from the 
chaff, but they must be taught intelli- 
gently which is wheat and whiclk is 
chaff. 

The thoroughness with which the 
mutual principle should be incor- 
porated in a life insurance company, 
and the fairness with which every 
member's interest should be protected, 
should place a life insurance company 
beyond the reach of fear or suspicion, 
thereby furnishing its members the 
best guarantee of their own and their 
family’s future safety. 

The following form letter to widows 
whose husbands have died shortly be- 
fore the distribution period of their 
policies is recommended for the use of 
companies doing a deferred dividend 
business: 

Dear Madam: 

We beg to enclose draft for $25,000, in settle- 
ment of the claim under our Policy No..... 
on the death of your late husband. We regret 
that he did not live ten years longer, that he 
might have drawn his accumulated dividends, 
amounting to $4,696. It will be,no doubt, a 
source of great consolation to you in this hour 
of your overwhelming grief, to know that this 
sum will be equitably divided among the remain- 
ing members of your husband’s class. 


The delicate consideration for his fellow 
policyholders shown by your husband, in thus 
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providing for the forfeiture of his dividends in 
the event of his early death, will, we doubt not, 
be held in loving remembrance by you as a beau- 
tiful example of his nobility of character. 

Assuring you of our profound sympathy in 
your great loss, we beg to remain 

Yours very respectfully, 
Western Underwriter. 


The following form letter to the un- 
fortunate ones, who took policies with 
the best of intentions, but from whom 
fickle fortune withdrew her smile and 
caused the policy to lapse or to be 
surrendered, is also recommended for 
the use of companies doing a deferred 
dividend business: 

Dear Sir: 

We beg to enclose draft for $7,500 in settle- 
ment of the cash value as allowed by us, under 
Policy No. ... on your life. 

We regret that you are in such pressing need 
ofthis money, because if you had continued and 
paid two more premiums, your share of the sur- 
plus would have been about $5,000. It will, 
however, be of consolation to you to know that 
this sum, or part of it, will be divided among a 
lot of fellows that you never knew, and we are 
very positive that you will bea long time for- 
getting it. 

Thanking you in their behalf, we are 

Yours sincerely, 


All that is vicious in the conduct of 
the business of life insurance, ex- 
travagunt competition, and dishonest 
handling of sacred funds, is chargeable 
to the deferred dividend contract. All 
that is good in life insurance, justice, 
economy and lowest cost, is due to 
the annual dividend contract. 

The annual dividend paying con- 
tract today as proved by results is not 
only giving more, for less money, dur- 
ing the deferred dividend period, but 
at the end of the same period is giving 
greater cash results,without the at- 
tendant chance of loss to the insured, 
at any time during the whole period. 

The following illustrates the work- 
ing of the deferred dividend, the illus- 
tration as used being the dividend 
end of the premium. One dollar— 
one hundred dollars—one thousand 
dollars or ten thousand dollars could 
be used in this illustration, as the 
dividend would depend entirely upon 
the amount of the insurance carried. 


In this case I have used five hundred 
dollars. 

Would you go to the president of a 
bank and say, ‘‘Mr. President, I have 
in my pocket five hundred dollars, 
which I wish to deposit with you now, 
and at the same time make this con- 
tract: I agree to deposit every year 
for twenty years, five hundred dol- 
lars, further agreeing that should I die 
at any time during twenty years, even 
on the ninteenth year and three hun- 
dred and sixty-fourth day, that all the 
money I have paid into the bank shall 
go to the bank; my family or my heirs 
shall be without recourse to recover 
it; further agreeing that although I 
may have paid in to the bank nineteen 
times and failed from any cause to 
pay the twentieth time, all that I have 
paid in shall goto the bank, and I 
shall be without recourse to collect it.”’ 

And your answer would be, ‘‘You 
don’t think I am a fool?’ Then I 
should say to you, ‘‘No, I don’t think 
you are; 1 know youare, because you 
are doing it by having a policy on 
which you have made just that agree- 
ment; and there are thousands all 
over this country, including our best 
merchants, bank presidents, college 
presidents, and our brightest and most 
brainy men in every walk in life, who 
have been hoodwinked by this sys- 
tem, and whose names are being used 
persistently (like molasses for flies) to 
catch others. And perhaps you are 
one of those whose name is being 
used.’”’ 

If there is a set of men who deserve 
the just condemnation of the people, 
they are those who today, as officials 
of life insurance companies uphold 
now and try to continue this nefa- 
rious system. The poor but honest 
man working for two dollars a day is 
a far better citizen and neighbor. If 
the use of the United States mail was 
denied to the Louisiana Lottery Com- 
pany it would be a much greater 
blessing to all mankind to deny its 
use to this still greater octopus, which 
was conceived to rob the many to 
benefit the few; and the time abso- 
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lutely certain to come (by legislative 
enactment) will not be long deferred, 
when companies will cease to be the 
stakeholders of these gigantic gam- 
bling pools, and not until then will the 
interests of the insured be honestly 
subserved. This monstrosity in life 
insurance must die—if not a natural 
death it must be killed by the people. 

And here I would sugyest to the 
people (and they should see to it that 
it is enacted into law in every state of 
the United States) that a bill be pres- 
ented to the legislature of each state, 
the character of which is and shall be 
that— 

‘‘No company shall write a policy of 
life insurance other than an annual 
dividend contract, no matter how 
great or small the premium may be, 
and such annual dividend may be 
taken annually to decrease the cost of 
the insurance or left with the com- 
pany to add annually to its value by 
purchasing extra insurance, or said 
dividends may ke left with the com- 
pany to be compounded at some stated 
rate of interest. The cash value of 
such addition or additions to be at 
any time at the disposal of the insured 
for the purpose of paying the pre- 
miums, or be a cash asset which can 


be drawn on at any time by the in- 
sured. This bill to take effect im- 
mediately upon its passage.”’ 

Now the first way to accompish 
these results is to absolutely refuse to 
take a poilcy in any company unless 
the dividend is declared annually and 
so stated in the policy, as described in 
the above bill. Secondly, to accom- 
plish these results, there will be 
needed bold and fearless men, like the 
Hon. Frederick L. Cutting, insurance 
commissioner of Massachusetts, and 
the Hon. Zeno M. Host, insurance 
commissioner of Wisconsin, for they 
today are the watchdogs of all that is 
best for the people in the affairs of life 
insurance, and anxious to do right in 
the cause of justice (but conditions 
that now exist are of such a nature 
that they simply enforce the law with- 
out being able to control the condi- 


tions) and they must be backed by the 
people, as the system against which 
this would militate will try to turn 
heaven and earth to cause its defeat. 
And at this point I wish to say that 
the present unhappy condition of the 
Equitable Life Assurance Society’s 
trouble, comes largely from the defer- 
ring of its dividends; and the defer- 
ring of dividendsis a constant menace 
to the insured and to all companies 
that engage in it.—Fred S. Elwell. 








DEFERRED DIVIDENDS NOT NECESSARILY WRONG OR INJURIOUS. 


By SAMUEL DAVIs. 








In another part of this magazine 
appears a communication from Fred 
S. Elwell. Similar articles have ap- 
peared in some of the newspapers 
lately and have served to give their 
author considerable advertising. I 
have read the letter several times in 
the attempt to find some statement 
which should be supported by argu- 
ment or reasoning or example. But I 
can discover nothing more substantial 
than a tirade, not much removed from 
the level of billingsgate, against a 
method of declaring dividends prac- 
ticed by a number of companies en- 
tirely above reproach. 

Mr. Elwell makes no effort to discuss 
the question; he is abundantly satis- 


fied with making all sorts of allega- 
tions without the slightest effort to 
support them. He has a perfect right 
to his opinion about dividends, but it 
doesn’t follow that opposing views are 
necessarily wrong. 

There never was a time when a 
greater variety of plans and methods 
were offered to the insurer than at 
present, and the purchaser should 
have, freedom of choice to select the 
plan best adapted to his circumstances 
and needs. The choice might range 
from a ten-year endowment policy 
with annual dividends to an ordinary 
life contract with dividends deferred 
for twenty years. 

Perhaps the burden of Mr. Elwell’s 
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plaint is that agents should be honest 
and tell the truth about all dividends 
annual and deferred, and the other 
and more numerous features of the 
contract as well. This is desirable 
and necessary. 

But Mr. Elwell is not always honest 
in his communication, nor is he even 
truthful on several points. He is not 
honest for example, when he makes 
his statement in such a way as to lead 
the uninformed to suppose that the 
deferred dividend contracts are alike 
in all companies writing this class of 
business; and he is not frank when he 
fails to state that there are companies 
which freely offer the insured the 
election as to the method he would 
have employed in applying his divi- 
dends. Mr. Elwell’s inability to fairly 
state the subject is as well shown in 
the following paragraph as in any: 


All that is vicious in the conduct. of the busi- 
ness of life insurance, extravagant competition, 
and dishonest handling of sacred funds is charge- 
able to the deferred dividend contract. All that 
is good in life insurance, justice,economy and 
lowest cost is due to the annual dividend contract. 


I have taken the trouble to examine 
somewhat the expense records of the 
Massachusetts companies,as they have 
always clung to the method of annual 
dividend distribution, to see if there 
was any well marked showing in 
lower cost on this account. In two 
cases the expense rate is higher than 
it is in two other companies which 
write deferred dividends as well as 
annual. I also have examples of 
specific instances where the actual 
dividends for a series of years are 
higher in the two companies than in 
the exclusive annual dividend compa- 
nies. Not only is this so, but when 
the general Massachusetts insurance 
law was revised in the winter of 1900 
and 1901, a practical change was made 
in the section relating to dividends of 
surplus. The old law required three 
hundred an sixty words for its state- 
ment. The provisions of the section 
made it mandatory on the companies 
to distribute all the surplus earnings 
above 10 per cent. of the legal reserve 
and to do this at least as often as once 


in five years. The revision of this part 
of the law makes the distribution of 
any dividend whatever at any time de- 
pendent wholly upon the judgment of 
the directors. The entire section re- 
lating to dividends is very brief. It is 
as follows: 

Sec. 75. The directors of any domestic life in- 
surance company out of the funds remaining 
after providing for the reserve required under 
sec. 11, and forall other liabilities, may from 
time to time, make to policyholders not in 
arrears, distributions of surplus not inconsistent 
with the terms of their policies. Such distribu- 
tions to policyholders shall be made upon the 
contribution to surplus plan. 


From Mr. Elwell’s point of view it 
must have been a step backward to 
add to the numbers of companies 
which are permitted to write deferred 
dividends, six or seven companies 
hitherto forbidden to accumulate sur- 
plus for more than five years. 

This does not seem so to me, how- 
ever. In my view the companies and 
their patrons should be left free to 
select such particular form as_ best 
suits the need or fancy of the pur- 
chaser. Mr. Elwell’s general state- 
ment that the annual dividend con- 
tract gives cheaper insurance than the 
deferred dividend policy as a general 
statement is unqualifiedly false. His 
further statement that it also gives 
larger cash results at the end of the 
period than the deferred dividend con- 
tract would be malicious as well as 
false if really intended as written, for 
the merest tyro knows better. 

However, I do not think these mis. 
statements are intentional. It is more 
likely that Mr. Elwell here naturally 
falls into the common error of those 
who think to add strength to thei) 
views by means of sweeping accusa- 
tions or unqualified general state- 
ments. Mr. Elwell’s communication 
as a whole, with its reckless and un- 
substantiated assertions, its epithets 
and general tone, have a mild flavor of 
Lawson in his cruder articles. It 
seems a pity that one more should be 
added to the number now finding ex- 
pression in public print who seem to 
desire to discredit the life insurance 
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institution itself in the eyes of the 
public. 

I do not wish to be understood 
as advocating either deferred or an- 
nual dividend contracts exclusively. 
Both methods have their proper place 
and certain circumstances and condi- 
tions are best met by one plan, while 
other requirements demand the other 


method. It seems to me that the same 
intelligence which leads a man of small 
earnings and large family to buy 
straight life insurance instead of en- 
dowment can be trusted to make an 
equally safe election in the matter of 
dividends. 

In any event, dividends are very far 
from being tbe most important ele- 
ment of a life insurance contract. If 
the present high rate of expense con- 
tinues and policies are made still more 
liberal in their provisions, there will 
be very little in the way of dividends 
to quarrel over. In all companies 
dividends at the present day are much 
smaller than a dozen years ago, when 
most companies earned more interest, 
gained more on surrenders, resisted 
more claims and had smaller expense 
ratios 

Ihave not attempted here to set 
forth the arguments usually held to 
favor the deferred dividend contract, 
as the character of Mr. Elwel]l’s letter 
did not seem to require this. I have 
merely attempted to refute his claim 
that they are necessarily dishonest 
and that insurers should not be al- 
lowed to buy such contracts. He makes 
one statement, however,that I wish to 
refute. He speaks of artfully designed 
contracts. One of my own policies is 
an ordinary life contract with div- 
idends deferred twenty years. The 
language of the contract is as follows: 


No distribution of surplus shall be made on 
this policy unless the person whose life is hereby 
insured shall survive the completion of the de- 
ferred dividend period, and unless this policy 
shall then be in force. All surplus intermedi- 
ately awarded to this policy shall belong to and 
be retained by the company until the completion 
of the deferred dividend period, whereupon the 
aggregate of such dividends of surplus shall 
become the property of the insured. 


It would be a difficult matter for 
anyone to show that this language is 
artful or equivocal or anything else 
than straightforward, direct and com- 
prehensive. No, the trouble with 
small dividends, whether annual or 
deferred, is not due to the method of 
distribution, but to the honesty and 


skill of the executive officers of the 
company. 

On this point as in other matters, 
companies differ, and if deferred div- 
idends have been taken advantage of 
in some quarters, and Mr. Elwell has a 
grievance against this abuse, his criti- 
cisms should be directed to the actual 
offenders. He should not make an 
indiscriminate attack on a method 
of applying dividends that has much 
in its favor when honestly adminis- 
ered and judiciously applied. 





IS DURHAM’S RULE AT AN END? 


Israel W. Durham, the insurance commis- 
sioner of Pennsylvania, is familiarly known in 
politics as “‘Iz” Durham. He is said to be the 
‘* visible dictator” of the state, ‘‘ performing no 
official service whatever in return for his large 
annual income.” Durham was at the head of 
the political cabal which attempted to sel! out 
Philadelphia on the famous gas lease. His 
power has been temporarily, if not perma- 
nently, broken by Mayor Weaver, upheld by the 
people of the city. 

Insurance supervision in Pennsylvania has 
long been a “stench, etc.”” This, however, has 
not prevented Philadelphia from having two of 
the cleanest and best managed life insurance 
companies in the country, which only goes to 
show that supervision does not make good in- 
surance companies, but it does indicate that it is 
possible for insurance companies to be good 
even though supervision be “ rotten.” 


PATRICK J. HANWAY. 


Died Monday, June 4, after a short illness at 
the age of 58. A notable insurance journalist 
and newspaper writer. A man of many admira- 
ble qualities, with a host of friends among in- 
surance journalists and insurance men; true to 
the instincts of his race, a hard and persistent 
fighter. He fought the Journal of Insurance 
Economics from the day it was started; he 
fought the American Agency Bulletin from the 
day it was started. He fought the National 
Association of Local Fire Insurance Agents, in 
which the publisher of both publications was 
interested, and for which he (the publisher) 
with equal persistence fought according to his 
convictions. 


PUBLICATIONS RECEIVED. 


The third edition of the “‘ Investment Direc- 
tory of Insurance Companies.” Compiled by S. 
H. Wolfe and published by the “ Insurance 
Press ”’ has been received. A complete schedule 
of the investments of insurance companies of 
all classes having over $100,000 par value of 
stocks and bonds listed in their assets. Double 
classification by names of securities and by com- 
panies. Valuable publication for investors and 
those desiring ready reference to insurance com- 
pany investments. 
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LIFE INSURANCE CLUB OF NEW YORK AND PROPOSED METHODS. 


CONTRIBUTED TO THE JOURNAL OF INSURANCE ECONOMICS. 


The ‘‘Life Insurance Club of New 
York’’ is a corporation with an au- 
thorized capital of $100,000, organized 
under the laws of New York state. 
Richard Wightman is president and 
Miles M. Dawson consulting actuury. 
The new organization is the outcome 
of the various insurance clubs of re- 
cent years, of which the Outlook, 
Success and Century life insurance 
clubs are examples. The idea, at least 
in its present form, is that of Mr. 
Wightman, who prior to his connec- 
tion with these clubs was a successful 
business-getter for the New York 
Life. 

Through the courtesy of a friend 
who was solicited to purchase stock 
in the Life Insurance Club of New 
York, we are able to set before the 
readers of the Journal! its plans, so far 
as they have been disclosed. 

The club purposes to dispense en- 
tirely with agents, and procure its 
business wholly by advertising and 
correspondence. The statement is 
made that this method is less than 
half as expensive as where business is 
obtained in the customary way by 
means of agents. For this reason it 
is promised that the premiums will be 
lower than those in the regular com- 
panies. 

The prospectus further says that 
the club is not a fraternal or assess- 
ment organization but a strong old- 
line or legal reserve insurance com- 
pany, which will do business in every 
state in the union in accord with law. 
The club has not yet begun to write 
insurance but is placing its stock as 
the $100,000 must all be paid in to meet 
the requirements of the New York 
law. Business prudence demands a 
surplus as well. The stock with a par 
value of $10 is being offered at $33, 
which will provide an ample surplus 
if sold at this figure. 

The correspondence method of dis- 
posing of all sorts of commodities is 


very popular. A large furniture house 
began business six or seven years ago 
with a monthly appropriation for ad- 
vertising of $10. In six years the 
business had prospered and grown 
until it amounted to about $500,000 
per annum. The great success in 
placing educational books by adver- 
tising and correspondence will at once 
occur to the reader. 

However, in these commercial en- 
terprises, the cost of marketing the 
product by the means under considera- 
tion is about the same as in the time- 
honored way through jobber and 
salesman. The advertising must be 
in mediums of the highest grade and 
sizable enough to attract attention. 
When the inquiries are received, the 
necessary ‘‘follow up’’ system required 
to make business out of them is ordi- 
narily quite expensive. 

If then the commerical experience 
is any fair criterion to judge the in- 
surance scheme by it would seem that 
there needs to be a provision for ex- 
penses about the same as with well 
administered companies which follow 
the usual methods. 

The fact that the premiums are to 
be smuller than usual suggests that 
some way is contemplated to meet the 
expense of advertising, follow up cor- 
respondence, medical examination, in- 
spection and sundry items. Having 
for its actuary Mr. Dawson, an advo- 
cate of first year preliminary term, it 
was natura) to look for this in the 
club’s designs. On this point the sec- 
retary, William R. Malone, recently 
said in a letter: 

We are advised by actuarial experts to adopt 
the preliminary term plan with reference to the 
first year’s reserve, putting up, of course, the 
second year the full two year’s reserve, the 
idea being to furnish the institution during this 
year when expenses must encroach with com- 
parative heaviness upon the surplus, a larger 
margin from the first year’s premium than could 


be furnished if the full reserve were set aside. 
We are inclined to consider favorably the par- 








56 Journal of Insurance Economics. 








tial reserve plan for the first year, though it has 
not been definitely decided upon. 

In another place Mr. Malone says 
that the plans which the club adopts 
will be such as to permit it to operate 
in every state. It will be under the 
authority of the insurance depart- 
ments and subject to the. statutory 
regulations. In Massachusetts these 
statutes do not permit any encroach- 
ment on the first year’s reserve, so 


that the club must abandon this de- 
sign if it desires to get business here. 

The general idea of the Insurance 
Club of New York appears to bea 
good one; it will appeal to people of 
moderate means who take small poli- 
cies and who have become accustomed 
to buying many things on the monthly 
payment basis. The projectors should 
not make the mistake of laying out 
its lines on any other plan than what 
is known to be safe, scientific and 
genuine. 








PROXY VOTING CHANGE MADE BY THE NEW YORK LIFE. 








Quick to read the signs of the times, 
the New York Life never hesitates to 
seize an opportune moment to adopt a 
course calculated to bring it nearer 
the public and attract its patronage. 

The details of the controlling force 
and the method of its application in 
various companies are inviting close 
scrutiny just now. On the recom- 
mendation of President McCall, new 
regulations have been adopted by the 
New York Life governing the voting 
for trastees. No employee or officer 
or agent may act as proxy at the an- 
nual election. All proxies are to be in 
writing, revocable at the pleasure of 
the party granting it and invalid any- 
how eleven months after dute, unless 
a longer term is specified in the 
proxy. 

This is an improvement on former 
methods, but it falls disappointingly 
short of what might be done. Under 
these rules proxies may still be given 
for five or ten years, and even eleven 
months is a long time for automatic 
expiration in the absence of definite 
term. Sixty days would seem to be 
sufficient to cover the purpose of an 
annual election. 

If the by-laws should provide that 
three months, say, should be the 
longest time that any proxy should 
run what are said to be the evils of 
proxy voting would be largely elim- 
inated. Some system of direct voting 
by mail, where policyholders are too 
far distant to attend in person, would 
come nearer to eliciting a fresh ex- 


pression of their choice for trustees at 
each annual election. 

So far in the history of American 
life insurance, very little restraint has 
been exercised over the acts of com- 
pany trustees and directors by their 
(theoretically at least) principals. 
This is not peculiar to the insurance 
business but is part of the careless- 
ness with which the average business 
man is willing to permit others to 
manage his political interests and 
financial investments. 

But signs are not wanting that such 
a condition will not last much longer. 
The mutual life insurance companies 
have not had any difficulty in protect- 
ing the current administration from 
disturbance in ordinary times. If oc- 
casion should arise whereby it might 
appear desirable to affect a change in 
the makeup of the board of trustees, 
then the regulations surrounding the 
procedure and conduct of the election 
become of immense importance. 

The present is an excellent house- 
cleaning time. The number of com- 
pany examinations recently completed 
or now in process, shows a recognition 
of this. Whatan opportunity, then, 
to inaugurate courageously reforms 
that have long been discussed. 

The New York Life has made many 
changes in its methods of administra- 
tion in the last few years, and has 
greatly profited by substituting mod- 
ern system methods for those less 
effective. We believe it can easily 
go farther in evolving a practical 
means of obtaining the untramelled 
opinion of its policyholders, touching 
such matters as they have a right to 
be heard upon. 
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PRESENT SITUATION IN EQUITABLE LIFE AFFAIRS. 


Does the Change in Stock Control Mean Improvement ? — Hendricks’ Report and the 
Reforms which the Situation Seems to Demand. 


It is not necessary for the Journal 
of Insurance Economics to detail the 
recent history of the Equitable Life 
investigation, for with it our read- 
ers are all familiar, but we will briefly 
outline it in order that we may prop- 
erly come to the presentation of such 
conclusions as the situation seems to 
warrant. 

Beginning with the time of the so- 
called ‘‘Frick’’ report presented to the 
directors, the situation in the Equit- 
able Life has steadily improved. This 
report was searching and unsparing, 
so far as some of the officers were con- 
cerned. It showed fully the operations 
of the Hyde syndicate, the profits it 
had made, and in which Mr. Hyde, as 
well as President Alexander, had par- 
ticipated. It showed the personal ex- 
travagancies incident to Vice-Presi- 
dent Hyde’s office and control of Equit- 
able finances and it criticised also the 
administration of the agency depart- 
ment under Vice-President Tarbell. 

it pointed out the defects of the de- 
ferred dividend business and recom- 
mended that the new management of 
the company (the resignations of 
Messrs. Alexander, Hyde and Tarbell 
having been recommended) take up 
and consider a modification and im- 
provement of this phase of the busi- 
ness. It opposed the writing of insur- 
ance under high pressure and called 
for a change in the methods of making 
investments. 

It was an excellent report so far as 
it went. Unfortunately it stopped 
short of complete investigation and 
relieved from deserved criticism some 
of the members of the committee it- 
self, as well as some of the directors 
and other officers of the company. 
For this reason it gave the impression 
to impartial observers that it was de- 
signed to accomplish purposes in 
which members of the Frick commit- 


tee, and possibly others, had a more 
or less direct personal interest. So 
far as we can analyze the situation 
that self-interest lay in a desire to se- 
cure control of the Hyde stock. 

The Frick committee therefore lost 
an opportunity and made a mistake 
in presenting a partisan report having 
back of it the promotion of certain 
well defined special interests. Never- 
theless, the report has contributed to 
the final solution of the problem con- 
fronting the policyholders. The di- 
rectors of the company made a mistake 
in attempting to suppress the Frick re- 
port. Their case would have been 
greatly strengthened had _ they 
promptly accepted it and given it to the 
public press. . 

Following the rejection of the Frick 
report events moved rapidly. Many 
directors resigned. The reasons as- 
signed for their withdrawal, together 
with the attitude of other directors 
made it clear to Mr. Hyde that he had 
lost sympathy and support. He there- 
upon accepted an offer of $2,500,000 
for the shares left him by his father 
and thus passed on the stock control 
to Thomas F. Ryan. Ata subsequent 
meeting of the directors Paul Morton, 
ex-secretary of the navy,was elected 
chairman of the board with plenary 
powers, and the resignations of Presi- 
dent Alexander, Vice-Presidents Hyde, 
Tarbell, Wilson and McIntyre and 
Financial Manager Winthrop were 
placed in his bands for such action as 
deemed best for the company. 

Three of these resignations, those of 
Alexander, Hyde and McIntyre, have 
since been accepted. Mr. Alexander’s 
association with Mr. Hyde in the so- 
called Hyde syndicate and his ac- 
quiescence in if not responsibility for 
other acts rendered his retention im- 
possible. 


Following these changes came a 
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“preliminary’’ report from Superin- 
tendent of Insurance Hendricks cover- 
ing his investigation into the com- 
pany’s mismanagement. Later on 
a more complete report will be made 
covering financial conditions. Mr. 
Hendricks’ report deals with some of 
the larger features of ‘‘grafting’’ 
which have become fastened upon the 
company, particularly in its relation 
to other financial institutions—banks, 
trust and deposit companies. Briefly 
it is shown that this system of graft- 
ing was inaugurated by the founder 
of the company, Henry B. Hyde. The 
same skill and energy which he de- 
voted to building up the Equitable 
Life was seemingly directed also to 
the promotion of his own personal 
fortunes. This system was continued 
and enlarged by his son, James H. 
Hyde, and acquiesced in by President 
Alexander. 

Vice-President Gage E. Tarbell is 
cleared by the superintendent from 
all charges against him on the score 
of extravagance, rebating, commuta- 
tion of commissions and conspiracy 
against Mr. Hyde. Mr. Hendricks 
says that the present plan of stock 
control, while relieving the situa- 
tion, does not go far towards restoring 
the confidence of policyholders. The 
entire elimination of stock control 
and what he deems of equal impor- 
tance, ‘‘the elimination of Wall street 
control,’’ is recommended, the stock, 
if purchased by the company, to be 
paid for at a price ‘only commen- 
surate with its dividends.’’ 

The Equitable Life cannot imme- 
diately be mutualized but it is likely 
to become eventually a purely mutual 
company, either by purchase of the 
stock by policyholders, by legislative 
enactment, or by other legal methods 
which have been temporarily checked 
by injunction. In the meantime the 
sale of the stock to Mr. Ryan, the ap- 
pointment of Paul Morton as chair- 
man and of Grover Cleveland, Morgan 
J. O’Brien and George Westinghouse 
as trustees for the stock,authorized to 
install a majority of the board of direc- 


tors representing the policyholders, 
insures a reorganization along im- 
proved lines. Mr. Morton is a man of 
unusual mental and moral caliber. 


‘The only blot upon his record has 


been the alleged charge of violating 
interstate commerce laws while acting 
as vice-president of the Santa Fe rail- 
road. Of this charge he has been ex- 
onerated by President Roosevelt whose 
endorsement at this particular time is 
worth more than the unsupported 
charges and allegations of Mr. Mor- 
ton’s enemies and opponents. 

In reorganizing the executive staff 
of the Equitable Life Mr. Morton will 
feel disposed, as it seems to us, to re- 
tain some of the officers familiar with 
its business and responsible for its 
success. Gage E. Tarbell is the 
strongest man on the executive staff 
and in the investigations which have 
resulted from the present situation, he 
has emerged with more to his credit 
than any other officer. He was crit- 
icised in the Frick report for excessive 
expenditures and advances to agents 
in connection with the agency depart- 
ment. In our opinion the high pres- 
sure business transacted by the Equit- 
able Life causes an unnecessarily 
high agency expense just as it does in 
the case of the New York Life and 
the Mutual Life, and we may say also 
in the case of other companies which, 
even though they do not doa ‘‘high 
pressure’’ business, nevertheless think 
they must pay higher rates of com- 
mission on account of the standard 
set by the big companies. 

But we hold the view that in any in- 
vestigation of any life insurance com- 
pany today there would be no official 
who could entirely escape criticism. 
Indeed, we would go further and say 
that in any investigation of the detail 
of any business or of any transaction, 
whether it be commercial or political, 
no individual, however honest and 
well intentioned, could escape criticism 
for some of his acts, especially if he 
were, like Mr. Tarbell, a man of force 
and originality capable of extraordi- 
nary accomplishments. Indeed, it 
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would be impossible for any one man 
or any group of men, or the whole 
democratic group of people in the 
country to pick out any one man for 
any one position who would be en- 
tirely satisfactory to everybody or 
who in every act would precisely 
satisfy any one. 

Therefore, the fact that Mr. Tarbell 
has been criticised does not render it 
inexpedient or improper for Mr. Mor- 
ton to retain his services. If Mr. Tar- 
bell is the strongest executive official 
in the company and has emerged from 
this investigation with clean hands, 
and it is important for Mr. Morton to 
have some one familiar with the in- 
surance business and capable of hold- 
ing together the agency plant of the 
company, he must, as it seems to us, 
by the logic of the situation and 
by the qualifications and experience 
which Mr. Tarbell possesses, retain 
him for the good that he can do 
to the Equitable and its policy- 
holders. 

In regard to the present ownership 
of the stock there exists a great deal 
of suspicion. But as we look at it the 
question is not so much who owns the 
stock, who bought it or how much was 
paid for it, as whether the defects ex- 
isting under the former management 
will be changed and the affairs of the 
company honestly and efficiently ad- 
ministered. 

So long as Mr. Hyde held the con. 
trolling interest in the stock there 
was no guarantee of honest and effi- 
cient management nor did he exhibit 
any evidence of a desire or determina- 
tion to change this situation. Mr. 
Ryan purchased the stock and im- 
mediately put in effect a trustee prop- 
osition designed to give the policy- 
holders the controlling voice in the 
management. In short, Mr. Ryan, as 
majority stockholder, has done what 
Mr. Hyde seemed incapable of doing 
or unwilling todo. Whether proper 
control has been substituted for con- 
trol which was decidedly improper 
time alone must demonstrate, but 
there are guarantees of good manage- 


ment now existing which were entirely 
absent before. 

The trustees named are not them- 
selves to be the administators of the 
company’s affairs. Their powers are 
limited by the charter powers of the 
stock to voting for the directors who 
shall be responsible for the adminis- 
tration. In short, the task of the trus- 
tees is to select fifty-two men properly 
qualified to act as directors, twenty- 
four of whom shall represent the 
stockholders and who may at the same 
time, of course, represent the policy- 
holders, and twenty-eight who shall 
represent the policyholders and who 
might at the same time represent the 
stockholders. 

The selection of the twenty-eight 
policyholders’ directors will be made 
by the trustees after a canvass of the 
wishes and desires of all policyhold- 
ers. In selecting directors nominated 
by the policyholders the trustees can 
exercise wide discretion and are not, 
by the terms of the deed of trust as 
we understand it, limited to the selec- 
tion of directors securing the largest 
number of votes. Policyholders can 
express their preference by mail. 

In conclusion, we think that the 
Equitable agitation has shown clearly 
that conditions demand of life in- 
surance: 

1. Thatadministrative officers shall 
devote their entire attention to insur- 
ance and shall be so well paid for their 
time that they may be perfectly free 
to exercise their honest judgment 
upon insurance without consideration 
for the effect that it may have upon 
other interests. 

2. That assets shall be invested 
solely as the interests of the compa- 
nies may require and shall not be used 
inany way to promote other enterprises 

3. That all companies shall at least 
afford applicants an opportunity to 
choose between deferred and annual 
dividend policies and that the com- 
pensation of agents shall be so ad- 
justed as to make it equally advan- 
tageous for them to sell either contract. 

4. That the transaction of high 
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pressure business, with the excessive 
agency expense incident thereto, shall 
be discontinued. Reduced commis- 
sions will reduce the cost of insur- 
ance to the policyholders and will im- 
prove the conditions of the business 
for the real professional life insur- 
ance agent. 

5. Complete publicity and increased 


detail of accounting which will enable 
purchasers of life insurance to judge 
more accurately of actual conditions 
and insurance supervisors to more 
quickly detect discrepancies in ac- 
counts. 

6. Complete restitution by policy- 
holders’ suits of all moneys illegally 
diverted from company assets. 








ROYAL ARCANUM RATES SUBJECT TO ANOTHER READJUSTMENT. 








Lacking the courage to make an 
adequate advance in its rates in 1898 
when a revision was made, the Royal 
Arcanum now faces a repetition of the 
trouble it experienced in that year, 
with all the disagreeable features in- 
tensified. 

For nearly ten years prior to that 
time a committee had worked on the 
problem of placing the organization 
upon a safe basis. The report of the 
committee was very thorough, but its 
recommendations were too radical to 
be trusted to the rank and file. It 
was therefore suppressed and a com- 
promise measure adopted which was 
expected to meet the requirements for 
at least ten years. 

The order then entered upon what 
appeared to be an era of great pros- 
perity. Its membership grew in re- 
markable fashion and large numbers 
of young men in particular were made 
members. At that time the number 
of assessments were increased from 
seventeen to twenty-one and the total 
divided into twelve monthly assess- 
ments. 

For a time the extra assessments 
brought in enough money to permit 
fairly large amounts to be laid aside 
in the emergency fund. But these 
appropriations to the emergency fund 
grew less in amount until a year or 
two ago they ceased altogether. This 
clearly showed the irresistible force of 
the constantly growing mortality, 
which was further aggravated by the 
failure of the order to collect, even on 
its own basis, the amount due for 
the attained age of its members. 


When what is known as the ‘‘uni- 
form bill’’ was passed in a number of 
states it was observed that the mini- 
mum rate named in the act called for 
more money from assessments than 
the Royal Arcanum was getting from 
its members. The supreme council 
has now decided that an increase is 
imperative and they have at the same 
time so arranged it as to remove the 
gross inequity among the members 
which hitherto charged them only at 
the rate of entry, no matter how long 
their membership had continued. 

Naturally there is a great hubbub 
among the members and the threat so 
familiar uuder these conditions is 
made of seceding and forming a new 
order. It is safe to say that this will 
not be done, and the majority of the 
members after cooling off will remain 
and pay the increase. 

It is a question, however, whether 
the present increase will be anything 
more than a palliative. Even if the 
rates adopted were sufficient to enable 
a new order, prudently managed, to 
exist, that would still be insufficient 
in the Royal Arcanum’s case. Here the 
new business must not only be ade- 
quately provided for, but vast funds 
must be obtained through some means 
to make up for insufficient payments 
of all the former years. 

It is more than likely that the pres- 
ent process will need be again gone 
through some five or six years from 
now. Among the officers of the Royal 
Arcanum there has been no question 
as to the urgent necessity of adequate 
rates. But they feared the effect on 
the membership, so they did half a 
job in 1898 and have taken another 
step at this time. Perhaps one more 
try will finish the business. 
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LEGAL PROCESS OF MUTUALIZING THE EQUITABLE LIFE. 





There is an abundance of legal 
power vested in the New York legisla- 
ture and Superintendent Hendricks to 
deal summarily and successfully with 
the Equitable situation. Ifthe charges 
of malfeasance made against the ex- 
ecutive officers in the Frick report are 
found to be true by Superintendent 
Hendricks, he can remove said officers 
forthwith. The law says: 

No director or officer of an insurance cor- 
poration doing business in this state shall receive 
any money or valuable thing for negotiating, 
procuring or recommending any loan from any 
corporation, or for selling or aiding inthe sale 
of any stocks or securities to or by such cor- 
poration. Any person violating the provisions 
of thls section shall forfeit his position as such 
director or officer, and be disqualified from hold- 
ing such office in any insurance corporation. 


It is quite evident, therefore, that 
those who retire under these circum- 
stances are out of the insurance busi- 
ness for good. 

Another matter has been brought 
to light by Mr. Justice Maddox’s de- 
cision in the Lord injunction suit 
which most people have forgotten, if 
they ever knew of it. That is that the 
legislature of New York has the power 
.to revoke the charters granted to in- 
surance and other corporations under 
authority of the general laws. The 
power of revocation also carries with 
it authority to amend or alter or to 
suspend the operation of such char- 
ters. 

This provision has been a part of 
the New York law since 1828; it was 
repealed in 1890 but re-enacted in 1895. 
This explains the great effort made to 
prevent the convening of the New 
York legislature in special session at 
this time. Massachusetts has had a 
similar law since 1830. It provides 
that every act of incorporation passed 
since March, 1831, shall be subject to 
amendment, alteration or repeal by 
the general court. The question of 
the constitutionality of the act arose 
in 1839 when the general court of 
Massachusetts passed an act which re- 


pealed the charter of the Chelsea 
Bank. 

In 1855 the first insurance case to 
test the application of this law was 
that of the Massachusetts General 
Hospital against the State Mutual 
Life. The matter here in dispute was 
the payment of certain receipts of the 
insurance company to the hospital 
under a law long since repealed. The 
defense claimed that the law requir- 
ing such contributions was unconsti- 
tutional, as it interfered with the 
vested rights which had been acquired 
under the act of incorporation. The 
court held that: 

All acts of incorporation passed since 11 
March, 1831, which contain no express pro- 
vision limiting their duration, are, by the pro- 
visions of the statutes of the Commonwealth 
existing from that period to the present, subject 
to alteration, amendment or repeal. The act 
incorporating the defendants was passed in the 
year 1844, long after the enactment of the re- 
vised statutes, and was of course accepted by 
the corporators subject to the provisions of 
those statutes. This seems to put at rest all 
further question as to the constitutionality of 
the statute. 

In a later case it was held thata 
statute requiring a railroad corpora- 
tion whose charter is subject to 
amendment, alteration or repeal at 
the pleasure of the legislature, to 
erect a station at a place on its road 
and cause trains to stop there, is not 
in violaiton of the constitution of the 
United States as impairing the obliga- 
tion of a contract. It has also been 
decided that the right of the legisla- 
ture to amend, alter or repeal the 
charter of a railroad corporation in- 
cludes authority both to withdraw 
powers granted to the corporation and 
to confer new powers upon it and re- 
quire their exercise, and is independ- 
ent of the assent of the corporation. 

It is to be presumed that there is a 
similar line of cases sustaining the 
New York law also. It is a fitting re- 
minder that whatever abuses may be 
found in the present conduct of the 
life insurance business, they can be 
readily reached through existing 
means of remedy. 








62 Journal of Insurance Economics. 








THE FRICK REPORT: WHAT IT MEANS TO OUTSIDE {OBSERVERS. 


FROM THE OUTLOOK OF NEW YorRK. 


The Frick report, of which we give 
some account in another column, is 
more than an expose of unjustifiable 
methods which have been pursued by 
the Equitable Life Assurance Society. 
It is an indictment of business meth- 
ods which have been pursued, ap- 
parently with little question, by men 
of eminent standing in the community, 
and permitted by other men, whose 
presence on the board of directors 
was regarded by the public as a 
guarantee of official and corporate in- 
tegrity. The rejection of this report 
by a substantial majority can have no 
other effect than to make the general 
public perceive that this indictment, 
which was apparently against the two 
most prominent officials, is really an 
indictment against methods and stan- 
dards current in American business 
circles. For such rejection, accom- 
panied as it is by the retention in 
their offices of both Mr. Hyde and Mr. 
Alexander, is tantamount to an ap- 
proval, or at least a condonation, of 
their financial methods. It is perfectly 
certain that the Equitable Life Assur- 
rance Society cannot have and will 
not deserve the confidence of the com- 
munity until the business methods 
which this report condemns are re- 
pudiated by its board, and those who 
have pursued those:-methods are re- 
moved from the present control of the 
society. The report is a condemnation 
of specific acts and’ omissions by Mr. 
Hyde and Mr. Alexander, but it is no 
less a condemnation of methods of do- 
ing business too common in America, 
and of standards of morality which 
are wholly unjustifiable. For ex- 
ample: 

Whether resulting from a misconception of 
the importance of growth in size from the com- 
petition of other companies, or from the human 
instinct to excel, there has existed a disposition 


to lose sight of the true purpose of life insur- 
ance and devote all energies to attaining bigness. 


This ambition for bigness which has 


been the curse of the Equitable is the 
curse of many another American en- 
terprise; for the habit of confounding 
greatness and bigness is distinctively 
an American habit. Again: 


The committee has fully considered Mr. Hyde’s 
explanations of these charges. In the main he 
seeks to exonorate himself by pleading the 
custom of the society, the participation of others, 
the return of money improperly acquired or 
used, and the beneficial results to the society. 
As it is the function of this committee to de- 
termine what is wrong in the society’s manage- 
ment, Mr. Hyde’s arguments cannot avail. The 
practices he has pursued are wrong. The fact 
that others have pursued them or acquiesced in 
them only convicts them of equal guilt. 


This following of the multitude to 
do evil, this accepting a common cus- 
tom as affording the true basis for a 
common law of morality, is another 
very common vice in a democratic so- 
ciety, which, for the motto, The king 
can do no wrong, substitutes—The 
people can do no wrong. Again: 


So open, flagrant, obvious, persistent, and 
dangerous are the practices of which Mr. Hyde 
is accused, that the establishment of their truth 
convicts of equal guilt all who were cognizant of 
their existence and failed promptly to set about 
their correction. 


We have not lately seen any more 
courageous and wholesome statement 
of the responsibility of boards of di- 
rectors. Again: 


It is elementary that a corporation is a trustee 
for its stockholders, the funds and other prop- 
erty held inthe name of the corporation con- 
stituting the trust estate....With respect to the 
funds and other property of the society they 
[the chief executive officers] are, therefore, in 
the highest sense fiduciaries, and are governed 
by the principles of the law of trusts, which ure 
not less strict—in some instances stricter—than 
the moral code itself. One of the most funda- 
mental of these principles is that a trustee shall 
not profit at the expense of the trust estate. 
Another, closely connected with that just men- 
tioned, is that a trustee shall not enter into any 
relation with the trust estate in which his in- 
terests and those of the estate may conflict, as, 
for example, the relation of buyer and seller. 


This is sound morals, and we believe 
it to be sound law. Yet in repeated 
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instances a syndicate formed of mem- 
bers of the board of directors, and 
headed by Mr. Hyde, purchased se- 
curities in their own name and sold 
them at a profit to the Equitable Life 
Assurance Society, voting as directors 
to make this purchase from them- 
selves as a syndicate. In nine of these 
transactions, securities to the par 
value of $9,300,000 were handled, the 
total profit to the syndicate in the 
nine operations being $204,504.39, of 
which over $167,000 were divided 
among eight individuals who were 
directors, six of whom were members 
of the executive and finance commit- 
tees whose special duty it was to con- 
serve the interests of the society in all 
investment transactions. 

The Equitable furnishes a gigantic 
illustration of the sad truth that graft 
is by no means confined to the police 


or to political magnates and public 
service corporations. The history 
which Miss Tarbell has given of the 
Standard Oil Company may be, as it 
has been, questioned. The stories 
which Mr. Lawson has told have pro- 
duced no such impression on the com- 
munity as they would produce if they 
were accepted without discount. But 
this report of the Frick committee is 
based largely upon the official state- 
ments of the very men whose trans- 
actions are condemned; and, notwith- 
standing the report, the men who 
conducted them are, at least for the 
time, continued in office. No _ se- 
verer indictment of business methods 
and business standards in American 
financial circles has ever been pre- 
sented than this report, coupled with 
its rejection by the board of direc- 
tors. 





INCREASED STRINGENCY OF INSURANCE SUPERVISION LIKELY. 








FROM THE CHRONICLE OF NEW YORK. 








The Chronicle is not in the least de- 
gree an alarmist. Its editors are op- 
timists, and believe that the tendencies 
of things are toward better conditions 
instead of worse. But we should be 
recreant to our duty as we see it, were 
we to fail at this time to point out to 
life insurance managers that the in- 
dications are, that a period which will 
test all things in insurance, is near at 
hand. In performing this duty, we 
aim merely at that forewarning which 
means that companies may be fore- 
armed. 

There are many evidences of dis- 
turbed conditions near at hand, which 
will cause the public and state insur- 
ance Officials, under the pressure of 
public opinion, to apply more and 
more severe tests of life insurance 
management. A short time ago, these 
tests were applied to one of the older, 
but smaller companies, and fortunate 
was that company, in our opinion, to 
be the first. This is now being followed 
by the exposures of menacing condi- 


tions in one of the largest organiza- 
tions,which is even now undergoing 
drastic investigations. Other small 
companies, which were already un- 
dergoing examination, are for the 
moment nearly lost sight of. 

The Chronicle is of the opinion that 
one of the things which must neces- 
sarily come out of these conditions, 
applying to the older companies, will 
te that there will be a stricter account- 
ing in regard to surplus, and that this 
accounting will also ultimately take 
the form of holding companies respon- 
sible for confining their first commis- 
sions to what may be paid without 
exhausting the margin of profit to ex- 
isting policyholders realized from the 
new business. 

The smaller ani newer companies, 
more than fifty of which have been 
organized within the past fifteen years 
and some of them with great success, 
are also certain to feel the consequen- 
ces of the general disposition to super- 
vise with greater vigor. The condi- 
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tions which obtain in a small New 
York company, now under fire for 
the second time within twelve months, 
do not exist in many companies, to be 
sure; but it behooves the managers of 
each one of these smaller companies 
to take account of stock and prepare 
for stricter supervision than has re- 
cently been known. 

The Chronicle is of the opinion that 
this pressure upon these smaller com- 
panies is likely to take the form of 
condemnation of the preliminary term 
plan, so far as it is applied to limited 
payment and endowment policies, at 
least; and, while it is probable that 
what has happened may be permitted 
to remain in its present status, there 
is every reason to think that a change 
to a more scientific method will be re- 
quired. This should be welcomed by 
the smaller companies, and will be, by 
those whose officers are more intelli- 
gent, and also more economical and 
efficient in the conduct of their busi- 
ness. 

The lessons of the past should be 
conned in this matter. During the 
disturbed conditions in the ’70s and 
early °80s, stricter supervision was 
caused by the pressure of public opin- 
ion; and the leniency which permitted 
companies to live and build up a large 
business, notwithstanding the limita- 
tions of net valuation, was suddenly 
withdrawn. The conditions are now 


better understood, and the history of 
the failures that then occurred should 
not be repeated; but in order that it 
may not be repeated, it will be neces- 
sary for each company to consider its 
own situation carefully, study the 
nature of the problems before it, plan 
to give to policyholders the best pos- 
sible results, and to show that this is 
the case beyond a doubt, and see that 
its house is in order. 

Fortunately, it is believed that there 
_ is a spirit of mutual helpfulness and 
support abroad in the land between 
the largest and strongest companies 
and the smallest and weakest of them, 
which means much for a successful 
passage through the waves of all the 
craft that deserve to live. It is not 
likely that it will be a case of scramble 
and riot, one company attacking an- 
other, until the greatest possible in- 
jury is inflicted upon all. 


JOHN C. PAIGE &CO. 
INSURANCE 


ZO KILBy STREET 
BOSTON. 





he LIFE, ENDOWMENT 
and ANNUITY POLICY 


ISSUED ONLY by THE 


PHOENIX MUTUAL LIFE INS. CO. 


OF HARTFORD, CONN. 


Is the Best for the Insurer to Buy or Agents to Sell. 
Covers every contingency of life. Particulars on appli- 
cation at Home Office. 


AGENTS IN ALL CITIES. 





Northern Assurance Co. 


OF LONDON, ENG. 


UNITED STATES STATEDIENT AS OF JAN. 1, 1903 


Admitted Cash Assets $3,423,230.90 
All Liabilities, including Reserves . . 1,998,616.11 
Net Surplus in United States . . . $1,424,614.79 


EASTERN AND SOUTHERN DEPARTMENTS 
Company’s Building : : 38 Pine Street, New York 


GEORGE W. BABB, MANAGER 
T. A. RALSTON, SUB-MANAGER 





TATE Mutual Life 


...Assurance Company 
Worcester, Mass. 


INCORPORATED 1844. 


Financial Statement, Jan. 1, 1905. 


- $25,457,929.45 
Liabilities . 22,905,552.00 


SURPLUS. $2,552,377.45 


Assets. . 





A. G. BULLOCK, President. 
H. M. WITTER, Secretary. 
BURTON H. WRIGHT, Supt. of Agencies. 





SUN 


INSURANCE OFFICE 
OF LONDON. 


FOUNDED 1710. 
United States Branch: 
54 PINE STREET, NEW YORK. 


Western Department: 
171 LA SALLE ST., CHICAGO. 


Pacific Department: 
215 SANSOME ST., SAN FRANCISCO. 





























Insurance Journals worth 
Patronizing 


Insurance Engineering, 120 Liberty 
St., New York, N. Y. Especially devoted 
to engineering matters, particularly in their 
relation to fire insurance. The only pub- 
lication of its kind, and particularly valu- 
able to insurance experts. 

Price, $3.00 per year; 25c per copy. 


The Insurance Field, Louisville, Ky. 
Branch offices, Chicago and Atlanta. An 
up-to-date weekly newspaper ceyering all 
departments in the Southern and Western 
fields. Of particular value to agency in- 
terests. Special life insurance supplement 
once a month. Covers its particular field 
better than any other paper. 

Price, $3.00 per year; single copies I5c. 


Insurance Post, Royal Bldg., Chicago, 
Ill. A fortnightly insurance review. 
Strong in its editorial articles and contain- 
ing features of special value to all insur- 
ance men in the Western field. 

Price, $2.00 per year; single copies 15c. 


Insurance Press, 120 Liberty St., New 
York, N. Y. A weekly newspaper cover- 
ing all branches of insurance in the East- 
ern field, as well as general and specific 
information of interest to all insurance 
men. Contains special features in fire and 
life departments not found in other papers. 

Price, $5.00 per year; 15¢ per copy. 


The Standard, 60 India St., Boston, 
Mass. An enterprising weekly covering 
the New England ficld in all branches 
better than any other paper. Contains 
special features not found in other publi- 
cations. 

Price, $3.00 per year; single copies Ioc. 





Weekly Underwriter, 58 William St., 
New York, N. Y. A weekly review cover- 
ing all branches, strong in its editorial 
comment and making a specialty of insur- 
ance returns by States. Also has the best 
information respecting State insurance leg- 
islation. 

Price, $5.00 per year; single copies Ioc. 





Western Underwriter, 145 La Salle St., 
Chicago, I11., and Cincinnati, Ohio. A first- 
class weekly paper covering the Central 
Western insurance news better than any 
other publication. Indispensable to fire, 
casualty, and life agents in that section. 
Special monthly issue relating to life in- 
surance. 

Price, $2.50 per year; single copies 15c. ; 
special life number, $1.25 per year, 20c. per 
copy. 

The Life Insurance Educator, Louis- 
ville, Ky. A monthly publication designed 
to educate and assist life insurance solici- 
tors in their work. Occupies a distinctive 
field which it covers in a unique way. 
Joseph J. Devney, Editor. 

Price $2.00 per year; single copies 20c. 








FORTY-FIFTH YEAR. 


HOME LIFE 


INSURANCE COMPANY OF NEW YORK. 
GEORGE E. IDE, President. 


Admitted Assets, - - - $16,606,229.07 
Dividend-Endowment Fund, 1,290,036.00 


(Deferred Dividends) 
Contingent Fund, $228,211.31 
Net Surplus, 1,134,104.25 


Insurance in Force, - - - 


1,362,315.56 
74,892,289.00 














THE 
FIRST MUTUAL 





Chartered in America. 


NEW ENGLAND MUTUAL 


LIFE INSURANCE COMPANY, 
BOSTON, MASS. 


Operates on a full 3 |-2 per cent. Reserve 
under Massachusetts Law, and offers 
the very best possible security, with 

a safe, equitable contract. 


FINANCIAL STATEMENT. 


ASSETS, $38,324,422.73 
LIABILITIES, 34,638,296.48 





$3,686,126.25 


SURPLUS, 


BENJ. F. STEVENS, President. 
ALFRED D. FOSTER, Vice-President 
D. F. APPEL, Secretary. 
WM. B. TURNER, Asst. Sec’y. 





























EVERY MAN INTERESTED 


In selecting a profession 
that offers the greatest 
prospect of success 
should read the book- 
let ‘‘Careers for the 
Coming Men,”’ by 
Hon.JohnF. Dryden. It 
is a practical discussion 
of the opportunities of- 
fered in the field of Life 
Insurance. A copy will 
be sent, free, upon re- 
quest. 


The Prudential 


INSURANCE COMPANY OF AMERICA. 
Incorporated as a Stock Company by the State of New Jersey. 
Home Office: JOHN F. DRYDEN, 

Newark, N. J. President. 


Prudential Agents are Money Makers. Open 
Territory for Energetic Men. 








if THE Ms 
PRUDENTIAL 


MAS THE sts 
STRENGTH OF, i. 
i; GIBRALTAR 








The Grand Prize Was Awarded The Prudential 
at the St. Louis Exposition. 


$94,000,000 


Paid in Fire Losses 
in the United States alone during 


56 YEARS 
BY THE 


LIVERPOOL 
“’ LONDON 
“”’ GLOBE 


Insurance Company. 


ASSETS U. S. BRANCH, 
$12,056,918. 
NET SURPLUS, 
$5,160,000. 


CONFLAGRATION PROOF. 
NEW YORK OFFICE, 45 WILLIAM ST. 


National Life 


Insurance Company 
OF VERMONT. 
Established in 1850. Operating in 42 States. 
Joseru A. DE Boer. President. H. M. CUTLER, Treasurer. 
JAMES T. PHELPS, Vice-Pres. A. B. BISBEE, Med. Director. 


JAMES B. ESTeEk, 2d Vice-Pres. C. E. MOULTON, Actuary. 
OSMAN D. CLARK, Secretary. F. A. HOWLAND, Counsel. 


























This Company held January 1, 1905, and gained 
during the past decade: 


ASSETS, . . $31,398,453.67 Gain, 184% 
SURPLUS, . . 3,458,075.90 Cain, 142% 
INSURANCE, 134,761,554.00 Cain, 107% 





Sells the Best and Most Modern in Life, 
Term, Endowment and Annuity Insur- 
ance, 

JAMES T. PHELPS & CO., State Agents, 
159 Devonshire Street, . . BOSTON, MASS. 











The Mutual Benefit 


LIFE INSURANCE CO. 
NEWARK, N. J. 





FREDERICK FRELINGHUYSEN, President. 





ASSETS (Market Values), Jan. 1, 1905, $93,237,790.27 


BARBIE Clee cc ccvcccccccesscasesessce 85,918,227.30 
NR NN 7,819,562.97 
MUTUAL BENEFIT POLICIES 
CONTAIN 


Special and Peculiar Advantages 
Which are not combined in the 


POLICIES OF ANY OTHER COMPANY. 








STATEMEFT, JANUARY I, 1905. 


Cash Capital $1,000,000.00 
Premium Reserve . . . ‘ 2,524,219,17 
Reserve for Losses under Adjustment 182,967.55 
Reserve for All Other Claims . 6,287.51 
Net Surplus o «© « « 2,639,225 50 

Total Assets . - $6,352,699,73 





Commercial Union Assurance Company, 
(Limited) 


OF LONDON. 
PINE AND WILLIAM STREET - NEW YORK CITY. 








Berkshire 
Life Insurance Co. 


OF PITTSFIELD, MASS. 





JamMsEs W. Hott, President. 
JAMES M. BARKER, Vice-President. 
J. M. LEE, Actuary. 


THEO. L. ALLEN, Secretary. 
Rop’t H. Davenport, Ass’t Sec’y. 





This Company, with its more than fifty years of 
successful and honorable practice, its solid finan- 
cial condition, its fair and liberal policies, all sub- 
ject to the Non-Forfeiture Law of Massachusetts, 
commends itself both to policy-holder and agent. 








For circulars and rates address, 


EASTERN MASSACHUSETTS AGENCY, 


40 Water Street, Boston, Mass. 
DYER & FOSS, Managers. 
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